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AMENDMENT TO BUDGET AND ACCOUNTING ACT 


TUESDAY, JULY 8, 1958 


Unrrep States SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The committee met, pursuant to call, at 2:30 p. m., room F-37, in 
the Capitol, Hon. Carl Hayden, chairman, presiding. 

Present: Chairman Hayden, Senators Ellender, Hill, Robertson, 
Bridges, Saltonstall, Young, Knowland, Smith, Dworshak, Dirksen, 
and Ives. 

OPENING STATEMENT OF CHAIRMAN 


Chairman Haypen. The committee will be in order. 

The purpose of our meeting today is to consider the bill H. R. 
8002 which passed the House of Representatives on March 6, 1958, and 
which has been referred to the Committee on Appropriations with in- 
structions to report it to the Senate not later than July 11, 1958. 

In order for the record to disclose a thorough history of this bill, 
I will insert the following documents in the record : 

1. Recommendation of the Hoover Commission. 

2. H. R. 8002 as it passed the House on March 6, 1958. 

3. The explanation of Hon. Richard Wigglesworth, a member of the 
House Committee on Appropriations, made in the Congressional Ree- 
ord of March 6, 1958, of the purpose of H. R. 8002 which passed the 
House. 

4, Senate bill S. 434 together with report filed by Senator Hum- 
phrey, from the Committee on Government Operations, dated May 
29, 1957. 

5. H. R. 8002 as reported to the House on June 18, 1957, together 
with report on bill by Representative Dawson, from the Committee on 
Government Operations, dated June 17, 1957. 

6. (a) Extract from the President’s budget message to Congress 
dated January 13, 1958, page M55 of the budget document. 

(6) Message from the President of the United States dated April 3, 
1958, entitled, “Recommendations Relative to Our Entire Defense 
Department”. 

(c) Message from the President of the United States dated April 16, 
1958, transmitting a draft of legislation entitled, “To Promote the 
National Defense by Providing for Reorganization of the Depart- 
ment of Defense, and for Other Purposes.” 

7. Report to the Committee on Appropriations of the House of 
Representatives by Mr. Mahon from the temporary subcommittee 
in charge, “Administration Plan to Improve Congressional Control 
of the Budget,” dated March 21, 1957. 


1 
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8. Substitute for H. R. 8002 proposed by Hon. John Taber, member, 
House Committee on Appropriations. 
(The material referred to follows:) 


SECOND HoovER COMMISSION 


In the report of the Second Hoover Commission on “Budget and Accounting” 
in June 1955, Recommendation No. 7 states : 

“That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received.” 

In support of this recommendation, the portion of the report headed “Annual 
Accrued Expenditure Budget” states : 

“Our task force suggests that the present budget which is in terms of obliga- 
tional authority be replaced by an annual accrued expenditure budget. This 
contemplates that agency budgets be expressed in terms of the charges for goods 
and services estimated to be received during the year, i. e., the ‘accrued expendi- 
tures.’ The authority granted by the Congress should be for 1-year periods 
and in terms of authority to make such expenditures. The term ‘accrued ex- 
penditures’ represents the charges incurred for goods and services received and 
other assets acquired, whether or not payment has been made and whether or 
not invoices have been received. Thus, the term ‘accrued expenditures’ is not 
synonymous with cash disbursements. To clarify this concept, let us consider 
the Government’s activities as being in the following two broad categories: 

“1. Programs for which the total annual appropriations as now enacted 
differ materially from the accrued expenditures in each year. In this cate- 
gory are long lead-time programs for the acquisition of aircraft, ships, and 
other military weapons, construction, 2nd research. 

“2. Government programs where the obligations incurred coincide sub- 
stantially with the accrued expenditures for each year. The administrative 
expenditures for most Government agencies are included in this category. 

“The application of an expenditure budget to each of these categories would be 
as follows: 

“1. Long lead-time programs.—Under this proposal an agency would submit 
initially a properly described program showing the total funds required for its 
completion, projected in terms of years. The Congress, if it approved the pro- 
gram, would enact an annual appropriation in terms of the estimated accrued 
expenditures required for the year under consideration. In addition, the Con- 
gress would give the agencies contracting authority in terms of the dollar amount 
required for orderly forward contracting beyond the budget year. The executive 
branch and the Congress would review the program annually from the stand- 
point of costs and accomplishment, both completed and projected. The Con- 
gress, at the same time, would restate the contracting authority annually as 
necessary. 

“2. Other programs.—Appropriations for the remaining Government programs, 
where lead time is not an important factor, should also be placed upon an 
annual accrued expenditure basis. In these cases contracting authority beyond 
the budget year will not ordinarily be required. The extension of expenditure 
budgeting to such areas should be a relatively simple matter. It would place 
budget appropriations and expenditures on a uniform basis throughout the 
Government. 

“A proposal for the use of an expenditure budget was made to the Bureau of 
the Budget in January 1954 by a group of professional accountants who had 
studied the problem. Also the Cooper committee in its report on financial man- 
agement in the Department of Defense, October 1954, stated : 

* ‘However, in order to gain the maximum benefits from budgeting and 
accounting on a cost basis, the committee suggests that consideration be given 
to a basis of appropriating that would be more closely related to costs in the 
sense of goods and services received than the basis now used. Although some 
provision for congressional authorization to contract for long lead-time c. o. d. 
orders would be needed, the cost approach would focus attention on the resources 
to be received and those to be used in the budget year.’ 

“The Assistant Secretary (Comptroller) of the Department of Defense has 
expressed the opinion that the idea of an annual expenditure budget has merit 
and that while there are certain administrative difficulties to be overcome he 
did not believe them to be insurmountable. 
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“Naturally, the installation of such a plan will raise transition problems. A 
necessary step would be the rescission of present large balances of unexpended 
appropriations and the substitution therefor of annual ‘accrued expenditures’ 
appropriations supplemented by contracting authority. The initial contracting 
authority granted should be adequate to cover existing contracts with suppliers 
and thus avoid material revision in existing contracts. 

“The proposal for an expenditure budget will not alter the protection afforded 
the Government’s suppliers under present appropriation practices. Contractual 
provisions can be made under which suppliers would be assured payment of their 
high ‘starting load’ and ‘tapering off’ costs, so that in the event of a contract 
eancellation or cutback they would be protected against loss from such action 
on the part of the contracting authority. Suppliers, when dealing with the Gov- 
ernment, would thus be placed in a position equivalent to that in which they 
are at present. 

“Adoption of this proposal will require administrative changes in the Gov- 
ernment’s budgeting and accounting procedures, particularly in the Department 
of Defense, and will require education of those concerned with the budgetary 
process and the working out of the precise mechanics. 

“The proposal for an annual accrued expenditure budget would assure annual 
review of past and proposed performance under long lead-time contracts. That 
this is important is indicated by the statement of the Director of the Budget 
in October 1953 that as of July 1, 1953, ‘$81 billion of unfinanced appropriations 
existed as a claim against current and future income or borrowing. The con- 
tracts and commitments made as a result of these appropriations became in effect 
c. 0. d. obligations against the Government.’ ” 

Commissioner Clarence J. Brown made the following separate statement: 

“IT cannot fully accept Recommendation No. 7 to convert the congressional 
appropriations structure to an estimated annual accrued expenditures basis. 
This is a radical departure from a long-standing fiscal policy which would require 
widespread changes in our entire appropriations process. I am, therefore, 
unwilling to give it a blanket endorsement without the benefit of further study 
by appropriate committees of the Congress.” 

Commissioner James A. Farley made the following separate statement: 

“Theoretically these recommendations may be desirable from an accounting 
point of view; but I am not certain that put into effect they will produce the 
desired objectives. 

“This report has been approached from the viewpoint of a cost accountant 
operating in a private commercial enterprise, in which goods and services are 
produced and sold for the avowed purpose of providing a profit to those whose 
capital is invested. That may be an appropriate concept for certain govern- 
mental operations which are similar to private commercial ventures and, in 
fact, is currently in use by many such governmental organizations as stated 
in the report; it does not seem to me, however, to be appropriate across the 
board to all Government activities and operations. Even where cost accounting 
is used, it does not necessarily provide a measure of the effectiveness of pro- 
grams which are not primarily related to profit but to the performance of 
proper governmental functions. The transition to ‘cost basis’ accounting will 
require tremendous expense and inconvenience, and there is insufficient evidence 
that it will be universally workable and worthwhile. 

“T am hopeful that the appropriate congressional committees to which this 
report is referred will very carefully examine and explore the possible effects 
of these recommendations.” 

Commissioner Chet Holifield made the following separate statement: 

“IT am concerned about the potential effects of certain Commission recom- 
mendations in the report on Budget and Accounting and therefore make these 
qualifying observations. 

“The report tends to exalt the role of the accountant in Government just as 
the Commission Report on Legal Services tends to exalt the role of the lawyer in 
Government. 

“Not only is the Bureau of the Budget to be expanded and vested with active 
management functions, including the placement of Bureau agents in major 
Government agencies, but special emphasis is given to accounting organizations. 
A new office of Assistant Director of Accounting would be established in the 
Bureau of the Budget to develop and promulgate accounting methods. 

“Comptrollers would be established in each principal agency, to be selected 
with the guidance of the Assistant Director of Accounting, who would also 
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help in the selection, training and retention of personnel in the accounting 
organizations of the various agencies. 

“The basis for preparing Government budgets and for justifying appropria- 
tion requests would be drastically revised, with emphasis on cost and accrual 
accounting and presentation of budget requests in broad categories. 

“Whether these technical recommendations actually would tighten congres- 
sional control of the public purse and bring about improvements in management 
and greater economies, as claimed, it is difficult to determine. Cost and accrual 
accounting may be useful in certain agencies engaged in procurement, lending 
and other business-type operations, but I do not see how these accounting 
techniques could be applied universally in the Government with beneficial re- 
sults. 

“Many Government operations and services do not lend themselves to com- 
mercial accounting treatment, nor can their value to the public always be 
measured by cost criteria. The Government is not a profit-making organization 
organized around sales to a market. The performance of its functions does not 
have the common denominator of dollar returns which can be compared with 
costs. 

“The end result of the Commission’s recommendations may be formal con- 
sistency in accounting principles rather than actual gains in economy and 
efficiency.” 





{H. R. 8002, 85th Cong., 2d sess.] 


AN ACT To provide for improved methods of stating budget estimates and estimates for 
deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 201 of the Budget and Account- 
ing Act, 1921, as amended, is further amended by adding the following new 
subsections : 

“(b) Whenever the President determines there has been established a satis- 
factory system of accrual accounting for an appropriation or fund account, each 
proposed appropriation thereafter transmitted to the Congress for such account 
pursuant to the provisions of this Act shall be accompanied by a proposed 
limitation on annual accrued expenditures. 

“(c) Whenever an appropriation is subject to a limitation on annual accrued 
expenditures, there shall be charged against the limitation the cost of goods 
and services and other assets received, advance payments made and progress 
payments becoming due, and the amount of any other liabilities becoming pay- 
able, during the fiscal year concerned. 

“(d) At the end of the fiscal year concerned, any unused balance of the limita- 
tion on annual accrued expenditures shall lapse. 

“(e) Any liabilities becoming payable during the fiscal year concerned but 
for which payment is not made during that year may be paid, if not otherwise 
contrary to law, in a subsequent fiscal year or years to the extent they are within 
the limitation on annual accrued expenditure for the fiscal year concerned. 

“(f) Any obligations incurred during the fiscal year concerned or in prior 
fiscal years which do not result in liabilities becoming payable during the fiscal 
year concerned shall be charged against the limitation on annual accrued ex- 
penditures for any succeeding fiscal year in which such obligations may result 
in liabilities becoming payable. 

“(g) Nothing in subsections (b) through (f) of this section shall be construed 
to change existing law with respect to the method or manner of making ap- 
propriations or the incurring of obligations under appropriations.” 

Sec. 2. (a) It shall be in order to provide in any bill or joint resolution making 
appropriations, or in any amendment thereto, limitations on annual accrued 
expenditures covering amounts becoming payable as a result of obligations in- 
curred both in the fiscal year concerned and in prior fiscal years, and provisions 
pertaining to the availability of any appropriations or funds previously made 
available. 

(b) The provisions of subsection (a) of this section are enacted by the 
Congress— 

(1) as an exercise of the rulemaking power of the Senate and the House 
of Representatives, respectively, and as such they shall be considered as 
part of the rules of each House, respectively, or of that House to which 
they specifically apply; and such rules shall supersede other rules only to 
the extent that they are inconsistent therewith; and 
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(2) with full recognition of the Constitutional right of either House to 
change such rules (so far as relating to the procedure in such House) at any 
time, in the same manner, and to the same extent as in the case of any other 
rule of such House. 

Sec. 3. This Act, and the amendments made thereby, shall cease to be in effect 
April 1, 1962. 
Passed the House of Representatives March 6, 1958. 
Attest: 
RawLpeH R. Roserts, Clerk. 





[Congressional Record, March 6, 1958] 


Mr. WIGGLESworTH. Mr. Chairman, I offer a substitute amendment for the 
amendment offered by the gentleman from New York [Mr. Taber]. 

The Clerk read as follows: 

“Amendment offered by Mr. Wigglesworth as a substitute for the substitute 
amendment offered by Mr. Taber: Strike out all after the enacting clause and 
insert in lieu thereof the following: ‘That section 201 of the Budget and Account- 
ing Act, 1921, as amended, is further amended by adding the following new 
subsections : 

“«*(h) Whenever the President determines there has been established a satis- 
factory system of accrual accounting for an appropriation or fund account, each 
proposed appropriation thereafter transmitted to the Congress for such account 
pursuant to the provisions of this Act shall be accompanied by a proposed 
limitation on annual accrued expenditures. 

““««(e) Whenever an appropriation is subject to a limitation on annual accrued 
expenditures, there shall be charged against the limitation the cost of goods and 
services and other assets received, advance payments made, and progress pay- 
ments becoming due, and the amount of any other liabilities becoming payable, 
during the fiscal year concerned. 

“*ec(d) At the end of the fiscal year concerned, any unused balance of the 
limitation on annual accrued expenditures shall lapse. 

“**e) Any liabilities becoming payable during the fiscal year concerned but 
for which payment is not made during that year may be paid, if not otherwise 
contrary to law, in a subsequent fiscal year or years to the extent they are within 
the limitation on annual accrued expenditures for the fiscal year concerned. 

“«“«cf) Any obligations incurred during the fiscal year concerned or in prior 
fiscal years which do not result in liabilities becoming payable during the fiscal 
year concerned shall be charged against the limitation on annual accrued expendi- 
tures for any succeeding fiscal year in which such obligations may result in 
liabilities becoming payable. 

“**“ (oe) Nothing in subsections (b) through (f) of this section shall be 
construed to change existing law with respect to the method or manner of making 
appropriations or the incurring of obligations under appropriations.” 

“Sec. 2. (a) It shall be in order to provide in any bill or joint resolution 
making appropriations, or in any amendment thereto, limitations on annual 
accrued expenditures covering amounts becoming payable as a result of obliga- 
tions incurred both in the fiscal year concerned and in prior fiscal years, and 
provisions pertaining to the availability of funds appropriated in prior 
fiscal years. 

“*(b) The provisions of subsection (a) of this section are enacted by the 
Congress— 

“*(1) as an exercise of the rulemaking power of the Senate and the 
House of Representatives, respectively, and as such they shall be considered 
as part of the rules of each House, respectively, or of that House to which 
they specifically apply; and such rules shall supersede other rules only to 
the extent that they are inconsistent therewith; and 

“*(2) with full recognition of the constitutional right of either House to 
change such rules (so far as relating to the procedure in such House) at 
any time, in the same manner and to the same extent as in the case of any 
other rule of such House. 

“ ‘Sec. 3. This Act, and the amendments made thereby, shall cease to be in 
effect April 1, 1962.’ ” 

Mr. McCormack (interrupting the reading of the amendment). Mr. Chair- 
man, ims substitute has been printed in the Record, I understand. Is that 
correct ? 
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Mr. WIGGLESWorTH. Yes; it was printed at page 3006 of the Record. 

Mr. McCormack. Mr. Chairman, I ask unanimous consent that further read- 
ing of the substitute be dispensed with and that it be printed in the Record at 
this point. 

The CHAIRMAN. Is there objection to the request of the gentleman from 
Massachusetts? 

There was no objection. 

The CHAIRMAN. The gentleman from Massachusettts [Mr. Wigglesworth] 
is recognized for 5 minutes in support of the substitute. 

Mr. Brown of Ohio. Mr. Chairman, I ask unanimous consent that the gen- 
tleman from Massachusetts may be permitted to proceed for 5 additional minutes. 

The CHAIRMAN. Is there objection to the request of the gentleman from Ohio? 

There was no objection. 

The CHAIRMAN. The gentleman from Massachusetts is recognized for 10 
minutes. 

Mr. WIGGLeswortH. Mr. Chairman, as I stated yesterday, I offer this sub- 
stitute amendment in the spirit of compromise, in the belief that every Mem- 
ber of the House today desires to obtain the best possible control over the obli- 
gations of this Government and the best possible control over the expenditures 
of this Government. 

My amendment is designed to do three things: 

In the first place, it eliminates completely from the picture the proposal in 
H. R. 8002, that, as far as obligations are concerned, we go back to the practice 
of contract authority which we abandoned some years ago as unsatisfactory. 

In the second place, it accepts the balance of the proposal putting the Con- 
gress in a position, if it so desires, to place an annual limitation on expenditures 
in terms of accrued expenditure. 

In the third place, it incorporates language to carry into effect the proposal 
just made by the distinguished gentleman from New York [Mr. Taber], which, 
in effect, waives points of order against rescissions, transfers, or reappropria- 
tions. I believe all of us feel that this is a very desirable thing. 

In view of what has just been said, I would like to quote again two para- 
graphs, this time from an analysis of this amendment as distinguished from 
the original H. R. 8002, by the Bureau of the Budget. 

Referring to subsection (d), to which the gentleman from New York referred, 
I quote as follows: 

“Subsection (d) provides that the unused balance of the limitation on annual 
accrued expenditures”’—that is, on accrued expenditures, not on obligations— 
“shall lapse at the end of the fiscal year concerned. Receipt of goods and services 
under the same appropriation account in a subseqnent year would be subject to a 
new limitation which Congress would establish after reviewing performance for 
the prior year. The authority to receive goods and services and incur other lia- 
bilities would thus be controlled on an annual basis in a manner which would 
automatically entail a review by the Congress of unobligated balances of prior 
appropriations.” 

Referring to subsection (e), I quote as follows: 

“Subsection (e) provides for making payment for goods and services received 
in a particular vear but not paid for in that year. If such goods and services 
were within the limitation on annual accrued expenditures for the fiscal vear 
in which they were received, they could be paid for in the next fiscal year without 
further congressional action, thus insuring that no contractor or supplier would 
be denied payment for goods and services actually delivered or rendered in accord- 
ance with the law and the terms of his contract.” 

Mr. Chairman, the Budget Bureau believes that any misgivings which con- 
tractors or suppliers may have had under the original bill, H. R. 8002, should 
be largely, if not wholly, eliminated if we adopt the proposed amendment. 

I offer this amendment, Mr. Chairman, because I cannot feel that the proposal 
in the original bill, H. R. 8002, to go back to contract authority is satisfactory. 
It was discarded because it was believed to be unsatisfactory in the control of 
overall obligations. 

I offer this amendment, Mr. Chairman, because I do not feel that the present 
system is satisfactory. I have long felt that it was unsatisfactory primarily be- 
cause it had served to deprive the Congress of direct control over our annual 
expenditures to a very large extent. 

As I pointed out yesterday, we are, in effect, making huge deposits in the name 
of this or that agency and then saying to the agency concerned, “You go ahead 
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and draw against this deposit whenever you want to, and to whatever extent you 
want to. The expenditure is in your hands. We wash our hands of it.” 

Furthermore, there is the danger that some of these huge sums will be re- 
programed without proper control either by the Congress or by the Bureau of the 
Budget. 

The fundamental question, in my opinion, is the question: Shall the Congress 
of the United States control expenditures as well as appropriations? Shall it 
control expenditures as it always used to do until the time when we departed 
from the contract-authority practice, or shall we leave the control over about 
one-third of our expenditures to executive agencies of the Government? 

I think we should be in a position to control expenditure, and I think we should 
impose a reasonable limitation in the absence of exceptional circumstances. 

This amendment has been carefully considered by the Bureau of the Budget, 
Mr. Chairman. 

It is endorsed by the Bureau of the Budget. It is endorsed by the Comptroller 
General. It is endorsed by the Secretary of the Treasury. 

It is supported, generally speaking, by the administration, and it is acceptable 
to the so-called second Hoover Commission that proposed this legislation 
originally. 

In my opinion, it is a fair compromise for its consideration on this basis. 

Mr. Fasceti. Mr. Chairman, will the gentleman yield? 

Mr. WIGGLESWoRTH. I yield to the gentleman from Florida. 

Mr. Fasce.ti. As I understand it, the gentleman’s amendment would preserve 
the accrual system in the transmittal of the budget; is that correct? 

Mr. WIGGLESWorRTH. It conforms to the accrual basis of accounting, which is 
already called for by law and which, I understand, has already been put into 
effect in about 100 appropriations, or 20 percent of the total number that we 
have to deal with. 

Mr. Fasceti. And it removes the contract authority which is in the basic 
proposal and substitutes in lieu thereof obligational authority as in the present 
system. 

Mr. WIGGLESWorTH. As far as the making of appropriations or the incurring 
of obligations under appropriations is concerned, there is no change. The 
present practice is retained, and we thereby eliminate the principal objection 
which has been raised in the past by those most hostile to H. R. 8002. 

Mr. Fasce._. And your amendment sets up and provides the mechanism by 
which annual limitations on expenditures could be placed. 

Mr. WIGGLESWorTH. That is correct. 

Mr. FASCcELL. It also includes all of the things that the Taber amendment 
tries to do. 

Mr. WIGGLESWorRTH. It is designed to include fully the Taber proposals, which 
I strongly endorse. 

Mr. Fasce.ty. I thank the gentleman. If the gentleman will yield further, I 
would like to announce that the proposed amendment has been considered by 
the committee bringing out the legislation, and I am authorized to say that it 
is accepted on this side. 

Mr. WIGGLESWorRTH. [ thank the gentleman. 

Mr. MoCorMack. Mr. Chairman, will the gentleman yield? 

Mr. WIGGLESWORTH. I yield to the majority leader. 

Mr. McCorMAck. This is simply permissive legislation. 

Mr. WIGGLESWworRTH. It is just as permissive and just as mandatory as the 
original H. R. 8002. 

Mr. McCorMack. Exactly. 

Mr. WIGGLESWoRTH. The Congress can work its will in the light of the pro- 
posals from the Executive. 

Mr. McCormack. And if the President should send up a budget estimate 
based on this law, the Congress does not have to adopt it? 

Mr. WIGGLESWorTH. That is my understanding. 

Mr. McCormack. Like the chairman of the committee handling the bill, the 
gentleman from Florida [Mr. Fascell] I thoroughly agree with the amendment 
offered by the gentleman from Massachusetts [Mr. Wigglesworth]. I think 
it not only clarifies it, but strengthens the bill, and at the same time it strength- 
ens the hands of the Congress to a very significant degree. I am in favor of the 
gentleman’s proposal, and hope the amendment will be adopted, and then I 
also favor the passage of the bill. 

Mr. WIGcGLESwortH. I thank the gentlemen. 
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The CHAIRMAN. The time of the gentleman from Massachusetts has expired. 

(Mr. Wigglesworth (at the request of Mr. Brown of Ohio) was given per- 
mission to proceed for 2 additional minutes. ) 

Mr. Brown of Ohio. Mr. Chairman, will the gentleman yield? 

Mr. WIGGLESWoORTH. I yield to the gentleman from Ohio. 

Mr. Brown of Ohio. I have asked for this time in behalf of the minority in 
charge of this bill and of the minority on the Committee on Government Opera- 
tions to say that we, too, have gone over this amendment very thoroughly, and 
the committee, members of both parties, unanimously agreed we would accept 
this amendment, not exactly what some of us may want, but as a compromise 
that meets the original objectives of the measure and presents a fair piece of 
legislation for consideration by the House. 

Mr. WIGGLESWorRTH. I thank the gentleman. 
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Calendar No. 402 


85TH CoNGRESS } SENATE Report 
1st Session No. 394 





PROVIDING FOR IMPROVED METHODS OF STATING 
BUDGET ESTIMATES 





May 29, 1957.—Ordered to be printed 


Mr. Humparey, from the Committee on Government Operations, 
submitted the following 


REPORT 
[To accompany S. 434] 


The Committee on Government Operations, to whom was referred 
the bill (S. 434) to provide for improved methods of stating budget 
estimates and estimates for deficiency and supplemental appropria- 
tions, having considered the same, report favorably thereon, with an 
amendment, and recommend that the bill, as amended, do pass. The 
amendment adds a new section to the bill on page 4. 


PURPOSE 


This bill amends the Budget and Accounting Act of 1921 to provide 
that estimates for proposed appropriations of the executive agencies of 
the Government shall, where appropriate, be determined on an annual 
accrued expenditure basis: 

The President on four separate occasions—a special message to the 
Congress, May 10, 1956; a statement when he signed Public Cais 863, 
84th Congress, August 1, 1956; his budget message to the 85th Con- 

ress, January 16, 1957; and a letter to the Speaker of the House of 
epresentatives, April 18, 1957—has requested this authority. 

In his letter to the Speaker of the House he specifically urged the 
Congress to— 

enact bills approved by the administration to implement 
Hoover Commission recommendations, such as the author- 
ization of appropriations on the basis of annual accrued 
expenditures * * *. 

In addition, the Secretary of the Treasury, the Director of the 
Bureau of the Budget, and the Comptroller General of the United 
States, have strongly recommended the enactment of legislation 
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which would authorize the conversion of appropriation estimates to 
an annual accrued expenditure basis. 

Enactment of this legislation by the Congress would directly im- 
plement the objectives of the Second Hoover Commission, which 
recommended: 


That the executive budget and congressional appropriations 
be in terms of estimated annual accrued expenditures, 
namely, charges for the cost of goods and services estimated 
to be received (recommendation No. 7, Hoover Commission 
Budget and Accounting Report, June 1955, p. 25). 


The word “objectives” is used because this bill provides that budget 
estimates shall be determined on an annual accrued expenditure basis. 
It does not provide that congressional appropriations shall be ex- 
pressed in such terms, although it follows that if budget estimates 
are prepared on an annual accrued expenditure basis, congressional 
oo would be made upon that basis. The last sentence 
of the new proposed subsection (b) (to sec. 201 of the Budget and 
Accounting Act of 1921), lines 8-10, page 2, of S. 434, reads: 


It is therefore the policy of the Congress that estimates for 
proposed appropriations will be determined on an annual 
accrued expenditure basis. [Italic added.] 


In no sense is this bill a mandate to the President, but a granting 
of authority which he has requested, as heretofore noted. Moreover, 
the bill gives the President the broadest flexibility with which to 
exercise this authority within the executive branch. Its language 
states clearly that estimates of appropriations shall be converted to 
an annual accrued expenditure basis when the President (1) deems 
such action to be desirable and (2) determines that it is practicable. 

It is also recognized that a change of this magnitude in appropria- 
tions procedures should be approached on the basis of individual 
appropriations or programs. Hence, the timing of agency conversions 
to the annual accrued expenditure method, as well as the manner in 
which the transformation is made, are left to the President’s discre- 
tion as circumstances in each individual agency warrant. 

Under the annual accrued expenditure system, the executive agen- 
cies would present their budget estimates for a fiscal year on the basis 
of expenditures to be made or accrued that fiscal year only. In 
appropriating on this basis, the appropriations committees would 
grant appropriations authority for each fiscal year for expenditures 
actually to be made or accrued during that fiscal year only—and not 
for expenditures to be made in future fiscal years, as frequently occurs 
under the present appropriations system. 

Authority would be given the Appropriations Committees of the 
Congress to authorize agencies to enter into contracts in advance of 
appropriations for the forward planning of long lead-time programs in 
subsequent fiscal years, under provisions of the bill. 


SECTION-BY-SECTION ANALYSIS 


Subsection (b) is a policy declaration by the Congress, based upon 
the reasons given therein, that estimates for proposed appropriations 
should be determined on an annual accrued expenditure basis. 
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Subsection (c) provides that proposed appropriations of executive 
agencies, authorized by the Budget and Accounting Act of 1921, shall, 
“to the maximum extent deemed desirable and practicable by the 
President,”’ be determined on an annual accrued expenditure basis, 

The second paragraph of subsection (c) provides that— 


annual accrued expenditures shall relate to goods and serve 
ices to be received in a fiscal year, advance payments, 
progress payments, and such other payments as are author- 
ized by law to be made in such fiscal year. 


The third paragraph of subsection (c) exempts certain appropria- 
tions (such as, for the payment of claims, to provide for or increase 
revolving funds, for obligations for which liability is fixed by treaties, 
etc.), from the provisions of S. 434. 

Subsection (d) provides that conversion by the executive branch to 
the stating of budget estimates on an annual accrued expenditure 
basis— 


shall be accomplished in such manner and at such times as 
may be determined by the President. 


Subsection (e) provides that at the end of each fiscal year any bal- 
ance of an appropriation or fund made on an annual accrued expendi- 
ture basis which is in excess of the accrued expenditures for the year 
shall lapse, unless “hereafter provided otherwise in an appropriation 
act or other law.’ The subsection also provides that the amount of 
the accrued expenditures properly charged to the appropriation or 
fund for the fiscal year, but not paid during such fiscal year shall be 
merged as a single account with any appropriation or fund made for 
the same general purpose for the ensuing fiscal year. 

This is to enable agencies to liquidate their accounts payable for 
goods or services received, but not paid for during the fiscal year 
from a single account, as the Hoover Commission recommended in 
its report. 

COMMITTEE AMENDMENT 


The amendment approved by the subcommittee adds a new section 
to the bill, as follows: 


Src. 2. (a) Whenever an appropriation bill or an amend- 
ment thereto provides for an appropriation in terms of 
annual accrued expenditures, or specifies that an appropria- 
tion therein is based upon annual accrued expenditures, it 
shall be in order to provide in any such appropriation bill 
or in any amendment thereto the authority to enter into 
contracts for the purposes of such appropriation m an amount 
in addition to the amount of such appropriation. 

(b) The provisions of subsection (a) of this section are 
enacted by the Congress— 

(1) as an exercise of the rulemaking power of the 
Senate and the House of Representatives, respectively, 
and as such they shall be considered as part of the 
rules of each House, respectively, or of that House to 
which they specifically apply; and such rules shall 
supersede other rules only to the extent that they are 
inconsistent therewith; and 
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(2) with full recognition of the constitutional right 
of either House to change such rules (so far as relating 
to the procedure in such House) at any time, in the 
same manner and to the same extent as in the case of 
any other rule of such House. 


The Appropriations Committees of the Congress do not have 
authority to include contract authorizations or other legislative 
amendments for the forward planning of long lead-time programs 
in an appropriation bill. Inclusion of such general legislation in an 
appropriation act is subject to a point of order under rule XVI of 
the Senate. 

To resolve this problem the above amendment, proposed by Sen- 
ator John F. Kennedy, of Massachusetts, sponsor of 5. 434, authorizes 
the inclusion of contract authority in an appropriation bill in addition 
to the amount of appropriation made. ‘This, in effect, changes the 
rules of each House of the Congress as they affect the granting of 
such authority in an appropriation bill. 


HEARING, APRIL 12, 1957 


A public hearing was held on S. 434 by the Subcommittee on 
Reorganization of the Senate Committee on Government Operations 
on April 12, 1957. 

The bill was given the strongest endorsement by Senator Kennedy, 
Senator Frederick G. Payne, of Maine, Senator Wallace F. Bennett, 
of Utah, Senator Frank A. Barrett, of Wyoming, cosponsors; the 
Secretary of the Treasury; the Comptroller General of the United 
States; the Director of the Bureau of the Budget; and J. Harold 
Stewart, Chairman, Hoover Commission Task Force, Budgeting and 
Accounting, each of whom recommended, without reservation, enact- 
ment of this legislation into law. 

Some concern as to proposed implementation of the legislation by 
the Bureau of the Budget was expressed at the hearing by W. J. 
MeNeil, Assistant Secretary (Comptroller) of the Department of 
Defense, particularly with respect to the lapsing of unused contract 
authority at the end of a fiscal year. 

The Director of the Bureau of the Budget testified that the informal 
outline of implementation to which Mr. McNeil referred, which the 
staff of the Bureau of the Budget had drafted at the Department of 
Defense’s request, was in no sense a directive but a preliminary dis- 
cussion memorandum in no way binding upon any executive agency. 

It was the consensus of the subcommittee that implementation of 
the conversion of appropriation estimates to an annual expenditure 
basis is a matter to be worked out by the President, with the advice 
of the Bureau of the Budget, after consultation with the agencies 
affected, under the formula granted by the Congress in S. 434. As 
witnesses testified, rigid statutory restrictions as to method, applica- 
tion or timing of such a revolutionary change in the appropriations 
process would encase the program in a straightjacket which could 
seriously impair its effectiveness in the executive branch. 

It was made clear, however, by the chairman of the subcommittee, 
by Senator Kennedy, the sponsor of the bill, and by the Director of 
the Bureau of the Budget that unused contract authority granted by 
the Congress for the forward planning of long lead-time programs 
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should ordinarily, but not necessarily, terminate at the end of a fiscal 
year, depending upon the specific contracting requirements of the 
programs involved. 

It was their conviction, also, that grants of contract authority, 
whether obligated or not, should be reviewed annually to provide 
Congress with a complete report upon the status of the respective 
programs for which the authority was originally granted—and to de- 
termine whether such contract authority should be rescinded, extended 
or modified in any way. 


STATEMENT BY THE SECRETARY OF THE TREASURY 


In a statement to the chairman of the subcommittee, dated April 
10, 1957, Secretary of the Treasury, George M. Humphrey, endorsed 
the objectives of S. 434, as follows: 


In my letter to the chairman of this subcommittee on 
June 1, 1956, in connection with the hearings on S. 3897, 
84th Congress, a bill to improve governmental budgeting 
and accounting methods and procedures, I supported com- 
pletely the objectives of the Hoover Commission recom- 
mendations on budgeting and accounting. Several of these 
recommendations have been made effective through the 
enactment by the 84th Congress of Public Law 863, approved 
August 1, 1956, including the recommendations that, as soon 
as practicable, Government accounts be maintained on the 
accrual basis and that agency budgets be formulated and 
administered on a cost basis. 

Agencies will be required to determine their needs on the 
basis of costs and maintain their accounts on an accrual basis. 
When this is done, only then is it possible to begin to correlate 
what is produced and performed with actual cost for the same 
period of time. This change in accounting should provide 
an excellent basis for improvement in control over actual 
costs of operations and programs. It will provide the Con- 
gress and the executive branch of the Government a better 
opportunity to examine and review the results of operations 
with estimates based on budgeted working plans which would 
be developed and accounted for on the basis of the cost of 
goods and services received for a particular fiscal year. It 
should reduce the vast carryover of appropriation balances 
representing, for the most part, obligations for goods and 
services to be received and paid for in subsequent fiscal years. 
This situation has caused me some concern in the past. 
Any means by which we can bring this carryover of appropria- 
tions under better scrutiny and review will be a step in the 
right direction. 

S. 434 is a further move forward because at the end of each 
fiscal year, the excess of any appropriation or fund made on 
an annual accrued expenditure basis over the accrued 
expenditures shall lapse. This leaves a vast area of activities 
where capital goods and services have to be acquired for 
delivery beyond the year in which contracts are made. It 
will be necessary for the Congress to provide contract 
authority in these cases. I believe contract authorizations 
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for long-range projects are ——— over the present basis 
of appropriating, because they would provide a means for 
a thorough review and examination of progress made and 
commitments outstanding at the end of each year when the 
current budget is being considered. To secure the advantages 
which can be obtained through adoption of accrued expendi- 
ture-based appropriations, it will therefore be necessary for 
the Congress to provide affirmatively that it shall be in order 
in appropriation bills to include contract authority for 
financing of long-range activities, as is provided for in the 
proposed amendment to S. 434. 


STATEMENT BY THE COMPTROLLER GENERAL 


The following excerpts from the statement by the Comptroller 
General set forth, in detail, the improvements in financial management 
which would flow from conversion of the Government’s financial 
structure to an annual accrued expenditure basis. 


The stating of appropriations on an annual accrued 
expenditure basis, together with the furnishing of cost data 
to the Congress as provided by Public Law 863, approved 
August 1, 1956, would provide great impetus to improved 
correlation of programing, budgeting, accounting, and 
funding of authorized Government activities each year. 

This basis of stating appropriations is a natural extension 
of the cost budgeting enacted in Public Law 863. Under 
that provision of law, the agencies will prepare annual 

. budgets which will show the estimated costs of the author- 
ized programs and the inventories and other assets available 
for use in the performance of the programs. Budgets on 
this basis provide needed tools for management and control 
of Government programs and activities in terms of annual 
and total costs. 

However, since the present basis of stating appropriations 
is in terms of obligating authority, i. e., the amount of 
funds to be earmarked for contracts and orders covering 
current and future deliveries of goods and services, the 
amounts of the appropriations requested for any year under 
the present method are not, in many cases, closely related 
to the cost of planned performance under the programs 
during that year. This results in large carryovers of appro- 
priation balances from year to year. The 1958 budget con- 
tains requests for appropriations and other obligating author- 
ity totaling $73.3 billion. This is in addition to a $70 billion 
balance of appropriations and other obligating authority 
carried forward from prior years, resulting in $143.3 billion 
proposed to be available to the agencies during 1958, with 


actual expenditures estimated at $71.8 billion. 

The budget surplus or deficit is determined annually 
based on the difference between annual receipts and expendi- 
tures. But the appropriations, on the present basis, are in 
terms of obligations against the current and future years. 
Establishing a direct correlation between annual appropria- 
tions and expenditures vests in the Congress and the Presi- 





AMENDMENT TO BUDGET AND ACCOUNTING ACT 


dent a greater opportunity to control the level of operations 
during a particular budget year on the basis of conditions 
existing in that year. 

As matters now stand, Congress has little control over 
spending once the funds are voted, and the President has 
limited control over spending after apportionments of au- 
thority to incur obligations are made by the Budget Direc- 
tor to the agencies. The present situation stems from the 
fact that congressional control through the appropriation of 
funds and Budget Bureau control through apportionments 
are both stated in terms of authority to obligate rather than 
budgeted work plans for the cost of goods and services esti- 
mated to be received by the agencies. 

This does not measure currently the cost of progress or per- 
formance where long lead-time items are involved. Itis only 
when a program is totally completed that obligations approxi- 
mate costs and then only if all resources have been consumed. 
Under the annual accrued expenditure basis of appropria- 
tions, Congress would base its appropriations of funds on the 
annual costs in relation to the accomplishments obtained and 
to be obtained for those costs, in the light of current condi- 
tions and the inventories and other assets on hand, after con- 
sidering the total estimated costs of a program. 

We believe that total estimated costs should be considered 
by both the agencies and Congress before a program is initi- 
ated in the Government and while a program is being per- 
formed. All of the present safeguards of consideration and 
control of total program costs are retained under the annual 
accrued expenditure basis of stating appropriations. Indeed 
they are improved because, in addition to providing for con- 
sideration of the total estimated cost, this method of deter- 
mining appropriations provides a means of direct congres- 
sional control over the yearly segments of planned perform- 
ance. The proposed method provides for an orderly review 
by the Congress of the amount of funds needed in any year 
in relation to the year-by- -year ir accomplishments and their 
costs as compared to each year’s estimated performance and 
estimated costs, as well as the at a need of the program 
in relation to current national and international conditions. 

An examination of the present-day practices in the long 
lead-time areas (for example, in procurement, construction, 
and research and development) involving extensive repro- 
graming, a multitude of changes in engineering plans and 
specifications during the period of production of many items, 
and other factors, discloses the necessity for controlling total 
costs in terms of annual accrued expenditures. Because of 
these inherent factors in the operations involved, cost budgets 
as provided by Public Law 863, teamed with appropriations 
on an accrued expenditure basis, would provide a type of con- 
tinuing budget presentation that would bring out the ade- 
quacy of management planning or the lack of it and would 
give the Congress an opportunity to have a voice in setting 
the level of operations from year to year. 

It is inherent in the proposed annual accrued expenditure 
basis of stating appropriations that congressional authority 
28197582 
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be granted as necessary on long lead-time items for the issu- 
ance of contracts which precede the phase of operations 
covered in an annual accrued expenditure appropriation. 
The Hoover Commission noted this necessity in its discussion 
preceding its recommendation No. 7. We believe that the 
necessity for forward planning authorizations, both as to 
timing and amount, should be determined by the Congress 
as circumstances may warrant. Of course, under whatever 
method may be employed in granting such authorizations, 
the need for them would be subject to annual review from 
the standpoint of the costs and accomplishments, both com- 
pleted and projected, and the proposed annual accrued 
expenditure appropriation. 

This authority has been exercised in the past by the Con- 
gress in the form of “contract authorizations.”” The au- 
thority to include requests for such contract authorizations 
in the budget, which is contained in the present section 201 
of the Budget and Accounting Act, 1921, in view of the defi- 
nition of the term “appropriation” contained in section 2 of 
that act, will not be abrogated by the provisions of S. 434. 

It is a significant fact, however, that heretofore both the 
“contract authorizations” and subsequent appropriations ‘‘to 
liquidate contract authorizations” were stated in terms of 
obligational authority. Under the annual accrued expendi- 
ture basis of stating proposed appropriations, any necessary 
authority to enter into contracts and orders for future de- 
livery of goods and services would be stated on the obliga- 
tional basis but the appropriation of funds would be stated 
annually in terms of the acerued expenditures for the year 
based on the more precise planning possible on a year-by-year 
basis of planned performance. 

The need for contract authority, or any other form of obli- 
gational authority, in conjunction with annual appropriations 
on the accrued expenditure basis, is limited to the areas of 
operations where forward contracting is required to provide 
an orderly flow of product. It will not ordinarily be required 
for salaries, allowances, travel expense, and other current 
administrative expenses. 

The determination of appropriations on the annual accrued 
expenditure basis, with concurrent authority to enter into 
contracts to insure orderly future deliveries of long lead-time 
items, is in no way detrimental to the interests of contractors. 
They would be paid for performance just as they are now, 
the only difference being that such payments would be made 
out of the funds appropriated by the Congress for that year 
and not out of funds appropriated in some past year. 

The Government’s liability to a contractor under a can- 
celed or terminated contract would be no different than the 
Government’s liability in similar circumstances under the 
present method of stating appropriations in terms of obliga- 
tions. If, in the considered judgment of a Congress, @ 
program entered into by an agency should be curtailed or 
eliminated in the best interests of the United States, the 
unperformed portion of the contract would be canceled and 
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undoubtedly the Congress would, if necessary, appropriate 
funds to pay for the termination. 

The year-by-year congressional control of program per- 
formance, inherent in the annual accrued expenditure basis 
of stating appropriations, provides the Congress with an 
improved current and continuing tool for exercising restraint 
over contracting on a program when actual costs are sub- 
stantially exceeding the original estimated costs, when per- 
formance is lagging behind schedule, or when the conditions 
under which the program was originally approved have 
changed substantially. 

In view of the changes that are required in many agencies 
to place into effect the accrual accounting and cost budgeting 
practices authorized by Public Law 863, which are necessary 
to support appropriations on an annual accrued expenditure 
basis, we endorse proposed subsection 201 (c) that permits 
flexibility in the timing of the change in the method of stating 
appropriation requests. It is believed that it is essential to 
approach such a change on the basis of individual programs 
or appropriations rather than any sweeping across-the-board 
plan. 

First of all, the successful use of these practices presumes 
a basic foundation of adequate accounting and the ability to 
program effectively. These fundamentals do not exist in a 
number of significant areas. To endeavor to adopt the 
annual accrued expenditure basis of appropriation before 
the groundwork is laid for it could only lead to confusion 
and unsatisfactory results. 

Moreover, the greatest advantages to be attained are in the 
areas of operations involving the long-lead-time commit- 
ments, such as in major procurement, construction, and 
research and development. These appropriations are rela- 
tively few in number and it is logical to prove the value to 
Congress and the executive branch of the revised practices 
in such areas before complete adoption of the practices, 
governmentwide, in the areas where the advantages to be 
gained are significantly less. The selection of areas to be 
converted and the timing of the changes should be a matter 
of mutual determination by the Congress, the Budget 
Bureau, and the individual agency. 

We believe that the legislation proposed in S. 434, if 
effectively implemented, w ‘ould provide both the President 
and the Congress much greater control over Federal expendi- 
tures. We recommend its favorable consideration. 


STATEMENT BY THE DIRECTOR OF THE BUREAU OF THE BUDGET 


The Director of the Bureau of the Budget emphasized S. 434 would 
provide for improved program control, more effective management of 
expenditures, and would aid in achieving a balanced budget based 
realistically upon actual surpluses or deficits. He contrasted present 
appropriation procedures with that envisioned by the Bureau of the 
Budget under the annual expenditure method, as follows: 


At the present time estimates for appropriations are 
presented and appropriations of funds are made to cover 
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the goods and services to be ordered in the budget year 
regardless of whether such goods and services are to be 
received or paid for in the budget year or in subsequent 
years. At the time goods or services are ordered an amount 
is obligated or reserved in the appropriation account to pay 
the vendor when such goods or services are received. In 
long lead-time procurement programs several years may 
elapse between the time of the order and the time the goods 
are delivered. 

This practice would be changed in this way by S. 434. 
Budget estimates would be set forth in such a way as to 
segregate (a) the appropriation of funds needed in the budget 
year to cover the goods and services to be received in that - 
year and (b) where needed, the authority to enter into con- 
tracts and orders for goods and services to be delivered in 
future years. The request for appropriation of funds in a 
Lares year, therefore, would cover the goods and services to 

e received in that year regardless of whether they were 
ordered in a prior year under contract authority or in the 
current year under the appropriation of funds authority. 

The need for contract authority in individual agencies 
would vary according to the type of program conducted and 
the operating needs of the agency. A request for contract 
authority will obviously be required in long lead-time 
programs. Such a request may be made in addition to an 
accrued expenditure appropriation request for other types 
of programs, depending on a demonstration of the need for 
advance purchasing in the light of the agency’s own 
operations. 

To illustrate this point, contract authority would certainly 
be a part of a budget request for procurement of aircraft. 
This might represent a 5-year program in which some of the 
contracts must be awarded in the budget year to permit 
assembly and completion at various points in the 5-year 
period. On the other hand, an administrative agency may 
need some electronic equipment for program use which might 
require 2 years for delivery and installation. Or it might 
conduct a program that normally requires placement of an 
order in 1 budget year to insure delivery early in the suceed- 
ing budget year. Both of the latter would also need advance 
obligating authority. While the aircraft procurement pro- 
gram is readily recognized as a “lead time’ program, the 
administrative agency examples illustrate the same important 
need for advance authority to cover specific items in the 
program. 

The Hoover Commission in its report indicated that the 
Congress should restate the contract authority annually as 
needed. I interpret this to mean that unused contract 
authority at the end of each year would lapse and that 
requests for new authority would be made as needed each 
year on the basis of program requirements. I have indicated 
previously how the balance of appropriations of funds as of 
ee end of each year would be disposed of under the provisions 
of S. 434. 
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Under the proposed procedure, annual estimates of pro- 
posed appropriations and contract authority would be based 
on @ presentation to the Appropriations Committees of the 
agency’s financial plan for conduct of a program. For ex- 
ample, the long-range aircraft procurement program I pre- 
viously mentioned might involve a total of $15 billion, spread 
evenly over a 5-year period. In the initial budget submis- 
sion the accrued expenditure appropriation request would be 
for $3 billion, together with a contract authority request for 
$3 billion needed for forward contracting in the budget year. 
This would be requested as part of a plan showing the total 
$15 billion cost and the contract authority and accrued ex- 
penditure requirements in each of the subsequent years of 
the program. The budget submission for the second year 
of such a program might reflect a revised estimate of per- 
formance in the current year, showing deliveries of $2% 
billion and contracts awarded in the amount of $3 billion. 
If the request for the second year follows the original plan 
of a $3 billion accrued expenditure appropriation and a 
similar amount of contract authority, it might be appropriate 
to cut back the accrued expenditure request on the basis of 
the revised estimate of current year performance. Thus, 
with this type of presentation each year, the executive branch 
and the Appropriations Committees would be able to make 
a more effective determination of the financing needs for the 
program. 

his systematic annual presentation of the agency financial 
plan of operation, showing past performance and forward 
planning, is one of the benefits to be gained by use of the 
proposed appropriation procedure. Information of this kind 
may be available under present practices, but the significant 
point is that such data are not required by law to be brought 
automatically to the attention of the Congress each year nor 
is further congressional action required with respect to carry- 
over balances of continuing appropriations. 


TESTIMONY OF J. HAROLD STEWART 


J. Harold Stewart, of Boston, Chairman of the Hoover Commission 
Task Force on Budget and Accounting, emphasized it was the Hoover 
Commission’s intention that the greatest flexibility should be granted 
the executive branch in implementing the conversion to the annual 
expenditure method of preparing appropriation estimates. He stated 
that the Bureau of the Budget, the Department of Defense, and other 
agencies of the Government must be left completely free to effect the 
transition by the most practical means—warning that rigid restric- 
tion would gravely impair the effectiveness of the program, 


HISTORY OF LEGISLATION IN 84TH CONGRESS 


The Senate on June 20, 1956, unanimously, approved S. 3897 (S: 
Rept. No. 2265, 84th Cong.), which contained a provision to attain 
the identical objectives of S. 434, together with othr major finan- 
cial improvements, including cost-based budgets, accrual accounting 
and simplification of the fund allotment system. 
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However, the section relating to the presentation of budget estimates 
on an accrued expenditure basis was stricken by the House of Repre- 
sentatives when it passed the bill. The elimination of the provision 
was agreed to in conference, when it became obvious that, because of 
the objections of the House, legislation implementing the other impor- 
tant Hoover Commission recommendations would not be enacted 
before the pending adjournment of the 84th Congress unless the 
the Senate agreed to strike the budget estimates section. 

When the conference report (H. Rept. No. 2872, 84th Cong.), was 
approved in the Senate, spokesmen for the committee made it clear 
that the provisions stricken in conference would be given priority 
consideration upon the convening of the present Congress. The 
approval of the pending bill would accomplish that objective. 


CONCLUSION 


In summary, 5S, 434 gives the President authority to convert appro- 
priation estimates, with the exception of those appropriations ex- 
empted, to an annual accrued expenditure basis, where he deems 
appropriate in the interests of better financial management and better 
control of expenditures, 

It is fully recognized that if appropriations for long lead-time pro- 
grams are stated on an annual accrued expenditure basis it will be 
necessary for the Congress to provide contract authority in terms of 
the dollar amount required for orderly forward contracting beyond 
the budget year. The bill, as amended, provides that authority. 

The committee also recognizes the fact that the conversion of appro- 
priation estimates to the expenditure basis is a revolutionary change 
in the Government’s financial structure, the application of which by 
the executive branch will require the same thoughtful consideration 
that has been given to the granting of the authority by the Congress. 

As the Comptroller General has pointed out, the annual budget 
surplus or deficit is measured by the difference between annual receipts 
and expenditures. By establishing a direct correlation between 
appropriations and expenditures through the enactment of S. 434, the 
Congress provides not only itself, but the President as well, with 
erenter opportunity to control the level of governmental operations 

uring a fiscal year. 

It is believed, moreover, that full implementation of this legislation 
would -tend. to halt the continuing buildup, of. carryover balances of 
appropriations now available for expenditure at the discretion of the 
executive agencies, with little or no continuing control by the Congress. 


CHANGES IN EXISTING LAW 





In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill S. 434, 
as reported, are shown as follows (matter omitted is enclosed in black 
brackets, new material is printed in italics, existing law in which no 
change is made is shown in roman): 





AMENDMENT TO BUDGET AND ACCOUNTING ACT 21 


BupGeEeT AND AccOUNTING AcT, 1921, AS AMENDED BY THE BuDGET 
AND AccounTING Procepures Act or 1950 


a » +“ * * 2 * 


Sec. 201. (a) The President shall transmit to Congress, during the 
first fifteen days of each regular session, the Budget, which shall set 
forth his Budget message, summary data, and text, and supporting 
detail. The Budget shall set forth in such form and detail as the 
President may determine— 


(1) functions and activities of the Government; 


(2) at such times as may be practicable, information on pro- 


gram costs and accomplishments; 


(3) any other desirable classifivations of data: 

(4) a reconciliation of the summary data on expenditures with 
proposed appropriations; 

(5) estimated expenditures and proposed appropriations neces- 
sary in his judgment for the support of the Government for the 
ensuing fiscal year, except that estimated expenditures and 
proposed appropriations for such year for the legislative branch 
of the Government and the Supreme Court of the United States 
shall be transmitted to the President on or before October 15 of 
each year, and-shall-be included, by him in the Budget without 
revision; 

(6) estimated receipts of the Government during the ensuing 
fiscal year, under (1) laws existing at the time the Budget is trans- 
mitted and also (a) under the revenue proposals, if any, con- 
tained in the Budget; 

(7) actual appropriations, expenditures, and receipts of the 
Government during the last completed fiscal year; 

(8) estimated expenditures and receipts, and actual or proposed 
appropriations of the Government during the fiscal year in 
progress ; 

(9) balanced statements of (1) the condition of the Treasury at 
the end of the last completed fiscal year, (2) the estimated con- 
dition of the Treasury at the end of the fiscal year in progress, and 
(3) the estimated condition of the Treasury at the end of the 
ensuing fiscal year if the financial proposals contained in the 
Budget are adopted; 

(10) all essential facts regarding the bonded and other indebted- 
ness of the Government; and 

(11) such other financial statements and data as in his opinion 
are necessary or desirable in order to make known in all practi- 
cable detail the financial condition of the Government. 

(b) It is the sense of the Congress that revisions in presentation of 
budget estimates and estimates for deficiency-and supplemental appropria- 
tions are essential in order to provide a more informative basis for the 
enactment of appropriations by the Congress, to reduce or eliminate the 


s 








22 AMENDMENT TO BUDGET AND ‘ACCOUNTING ACT 


large carryover balances of appropriations from one fiscal year to another, 
and to bring about economy in Government expenditures. It is therefore 
the policy of the Congress that estimates for proposed appropriations will 
be determined on an annual accrued expenditure basis. 

(c) The amount of proposed appropriations referred to in sections 
201 (a) and 208 of this Act shall, to the maximum extent deemed desirable 
and practicable by the President, be determined on an annual accrued 
expenditure basis. ‘‘Annual accrued expenditures” shall relate to goods 
and services to be received in a fiscal year, advance payments, progress 

yments, and such other payments as are authorized by law to be made 
wn such fiscal year. 

This subsection shall not apply to appropriations for the payment of 
claims certified by the Comptroller General and of judgments; appropria- 
tions for the refund of Federal taxes and of other moneys erroneously re- 
ceived and covered into the Treasury of the United States; appropriations 
for private relief; appropriations for the payment of interest on trust 
Seutés appropriations to provide or increase revolving funds; appropria- 
tions for the payment to former members of the Armed Forces, their 
dependents and cainceakee, of any benefits to which they are entitled 
by reason of military service; appropriations for the payment of pensions 
and annuities; appropriations for the payment of any obligation of the 
United States for which liability is fixed by treaty; and other appropria- 
tions or funds analogous to the foregoing. 

(d) The conversion to the use of the annual accrued expenditures 
method for stating proposed appropriations in accordance with section 
201 (ec) of this Act shall be accomplished in such manner and at such times 
as may be determined by the President. 

(e) As of the end of each fiscal year, the excess of any appropriation 
or fund made on an annual accrued expenditure basis over the accrued 
expenditures under such appropriation or fund shall lapse, unless here- 
after provided otherwise in an appropriation Act or other law. Any 
remaining balances of each such appropriation or fund shall be merged 
with any appropriation or fund made for the same general purpose for 
the ensuing fiscal year and shall constitute a single account. 


[S. 434, 85th Cong., 1st sess.] 


AN ACT To provide for improved methods of stating budget estimates and estimates for 
deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 201 of the Budget and 
Accounting Act, 1921, as amended, is further amended by adding the following 
new subsections: 

“(b) It is the sense of the Congress that revisions in presentation of budget 
estimates and estimates for deficiency and supplemental appropriations are 
essential in order to provide a more informative basis for the enactment of 
appropriations by the Congress, to reduce or eliminate the large carryover 
balances of appropriations from one fiscal year to another, and to bring about 
economy in Government expenditures. It is therefore the policy of the Congress 
that estimates for proposed appropriations will be determined on an annual 
accrued expenditure basis. 

“(e) The amount of proposed appropriations referred to in sections 201 
(a) and 203 of this Act shall, to the maximum extent deemed desirable and 
practicable by the President, be determined on an annual accrued expenditure 
basis. 

“*Annual accrued expenditures’ shall relate to goods and services to be 
received in a fiscal year, advance payments, progress payments, and such other 
payments as are authorized by law to be made in such fiscal year. 
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“This subsection shall not apply to appropriations for the payment of claims 
certified by the Comptroller General and of judgments; appropriations for 
the refund of Federal taxes and of other moneys erroneously received and 
covered into the Treasury of the United States; appropriations for private 
relief; appropriations for the payment of interest on trust funds; appropria- 
tions to provide or increase revolving funds; appropriations for the payment 
to former members of the Armed Forces, their dependents and beneficiaries, of 
any benefits to which they are entitled by reason of military service ; appropria- 
tions for the payment of pensions and annuities: appropriations for the pay- 
ment of any obligation of the United States for which liability is fixed by treaty ; 
and other appropriations or funds analogous to the foregoing. 

“(d) The conversion to the use of the annual accrued expenditures method 
for stating proposed appropriations in accordance with section 201 (c) of this 
Act shall be accomplished in such manner and at such times as may be deter- 
mined by the President. 

“(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued expendi- 
tures under such appropriation or fund shall lapse, unless hereafter provided 
otherwise in an appropriation Act or other law. Any remaining balances of 
each such appropriation or fund shall be merged with any appropriation or 
fund made for the same general purpose for the ensuing fiscal year and shall 
constitute a single account.” 

Sec. 2. (a) Whenever an appropriation bill or an amendment thereto pro- 
vides for an appropriation in terms of annual accrued expenditures, or specifies 
that an appropriation therein is based upon annual accrued expenditures, it 
shall be in order to provide in any such appropriation bill or in any amendment 
thereto the authority to enter into contracts for the purposes of such appro- 
priation in an amount in addition to the amount of such appropriation. 

(b) The provisions of subsection (a) of this section are enacted by the 
Congress— 

(1) as an exercise of the rulemaking power of the Senate and the House 
of Representatives, respectively, and as such they shall be considered as 
part of the rules of each House, respectively, or of that House to which 
they specifically apply: and such rules shall supersede other rules only 
to the extent that they are inconsistent therewith ; and 

(2) with full recognition of the constitutional right of either House 
to change such rules (so far as relating to the procedure in such House) 
at any time, in the same manner and to the same extent as in the case of 
any other rule of such House. 

*assed the Senate June 5, 1957. 

Attest : 


FELTON M. JOHNSTON, Secretary. 
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85TH CoNGRESS HOUSE OF REPRESENTATIVES 1 Report 
1st Session No. 572 





PROVIDING FOR IMPROVED METHODS OF STATING 
BUDGET ESTIMATES AND ESTIMATES FOR DEFICIENCY 
AND SUPPLEMENTAL APPROPRIATIONS 





June 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


REPORT 


[To accompany H. R. 8002] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 8002) to provide for improved methods of stating budget 
estimates and estimates for deficiency and supplemental appropria- 
tions, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


INTRODUCTORY STATEMENT 


H. R. 8002 is reported by the Committee on Government Opera- 
tions as part of its continuing efforts to make the Federal budget 
process operate more effectively and to assure congressional control 
over appropriated funds. Hon. Dante B. Fascell, of Florida, intro- 
duced H. R. 8083, identical with H. R. 8002, and made a major 
contribution to the deliberations of the subcommittee and the full 
committee on this most complicated subject. Hon. Glenard P. 
Lipscomb, of California, like Congressman Fascell, a member of the 
Committee on Government Operations, introduced a similar bill. 

H. R. 8002 provides for the making of budget estimates and appro- 
priations on an accrued expenditures basis. It carries out one of the 
principal recommendations of the Hoover Commission on Organization 
of the Executive Branch of the Government as contained in its report 
on budget and accounting. The proposal was before the committee 
in the 84th Congress as part of a bill which became Public Law 863, 
but the accrued expenditures feature of the bill was deleted. How- 
ever, after further review, the committee now approves the proposal. 
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H. R. 8002 as Reporrep 


{H. R. 8002, 85th Cong., Ist sess.] 


A BILL To provide for improved methods of stating budget estimates and 
estimates for deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 201 of the Budget 
and Accounting Act, 1921, as amended, is further amended by adding 
the following new subsections: 

“(b) It is ‘the sense of the Congress that revisions in, presentation of 
budget estimates and estimates for deficienc »y and supplemental appro- 
priations are essential in order to provide a more informative basis 
for the enactment of appropriations by the Congress, to reduce or 
eliminate the large carryover balances of appropriations from one 
fiscal year to another, and to bring about economy in Government 
expenditures. It is therefore the policy of the Congress that estimates 
for proposed appropriations will be determined on an annual accrued 
expenditure basis. 

“(c) The amount of proposed appropriations referred to in sections 
201 (a) and 203 of this Act shall, to the maximum extent deemed 
desirable and practicable by the President, be determined on an 
annual accrued expenditure basis. 

‘“‘*Annual accrued expenditures’ shall relate to goods and services 
to be received in a fiscal year, advance payments, progress payments, 
and such other payments as are authorized by law to be made in such 
fiscal year. 

“This subsection shall not apply to appropriations for the payment 
of claims certified by the Comptroller General and of judgments; 
appropriations for the refund of Federal taxes and of other moneys 
erroneously received and covered into the Treasury of the United 
States; appropriations for private relief; appropriations for the pay- 
ment of interest on trust funds; appropriations to provide or increase 
revolving funds; appropriations for the payment to former members 
of the Armed Forces, their dependents and beneficiaries, of any bene- 
fits to which they are entitled by reason of military service; appropria- 
tions for the payment of pensions and annuities; appropriations for 
the payment of any obligation of the United States for which liability 
is fixed by treaty; and other appropriations or funds analogous to the 
foregoing. 

“(d) The conversion to the use of the annual accrued expenditures 
method for stating proposed appropriations in accordance with sec- 
tion 201 (c) of this Act shall be accomplished in such manner and at 
such times as may be determined by the President. 

‘“(e) As of the end of each fiscal year, the excess of any appropria- 
tion or fund made on an annual accrued expenditure basis over the 
accrued expenditures under such appropriation or fund shall lapse, 
unless hereafter provided otherwise in an appropriation Act or other 
law. Any remaining balances of each such appropriation or fund 
shall be merged with any appropriation or fund made for the same 
general purpose for the ensuing fiscal year and s):<"' constitute a 
single account.’ 

Sec. 2. (a) Whenever an appropriation bill or nvendment 
thereto provides for an appropriation in terms of xu. ini acerued 
expenditures, or specifies that an appropriation therein .; ‘sed upon 
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annual accrued expenditures, it shall be in order to provide in any 
such appropriation bill, or in any amendment thereto, in accordance 
with existing law, the authority to enter into contracts for the pur- 
poses of such appropriation in an amount in addition to the amount 
of such appropriation; however, where the law authorizing such 
appropriation specifies a maximum amount which may be appro- 
priated, such contract authorization, together with the appropriation 
provided for in such bill or amendment, together with accrued expendi- 
tures under any other appropriation theretofore made for such 
urpose, shall not exceed the total amount previously authorized by 
aw to be appropriated for such purpose. 
(b) The provisions of subsection (a) of this section are enacted by 
the Congress— 

(1) as an exercise of the rulemaking power of the Senate and 
the House of Representatives, respectively, and as such they 
shall be considered as part of the rules of each House, respectively, 
or of that House to which they specifically apply; and such rules 
shall supersede other rules only to the extent that they are 
inconsistent therewith; and 

(2) with full recognition of the constitutional right of either 
House to change such rules (so far as relating to the procedure 
in such House) at any time, in the same manner and to the same 
extent as in the case of any other rule of such House. 

Sec. 3. This Act, and the amendments made thereby, shall cease 
to be in effect July 1, 1961. 


SUMMARY OF PROVISIONS 


The bill expresses the policy of the Congress that estimates of pro- 
posed appropriations be determined on an “annual accrued expendi- 
ture” basis, which is defined as relating to goods and services to be 
received and other payments authorized by law to be made in a fiscal 
year. It allows certain exemptions from this policy, such as pay- 
ments of claims certified by the Comptroller General and others. It 
directs that the conversion to the annual accrued expenditure method 
be accomplished at the discretion of the President. The bill provides 
that, as of the end of each fiscal year, the excess of any appropriation 
over the accrued expenditures shall lapse unless otherwise provided 
by law. Any remaining balances of each such appropriation shall be 
merged with any appropriation for the same general purpose for the 
ensuing year and constitute a single account. 

The bill permits appropriation bills to grant contract authority 
for an amount in addition to the amount of the appropriation in terms 
of annual accrued expenditures, but where the law authorizing such 
appropriation specifies a maximum amount this bill prohibits the total 
of any appropriation combined with such contract authority and 
accrued expenditures under any other appropriation from exceeding 
the total amount previously authorized for such purpose. It declares 
that the bill’s provisions are enacted as an exercise of the rulemaking 
power of the Senate and the House. The act has a time limitation 
and will cease to be in effect on July 1, 1961. 
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Purposes 


The bill states that revisions in presentation of budget estimates 
are essential— 
to provide a more informative basis for the enactment of 
appropriations by the Congress, to reduce or eliminate the 
large carryover balances of appropriations from one fiscal year 


to another, and to bring about economy in Government ex- 
penditures. 


The conversion from the present obligational basis to an annual 
accrued expenditure basis is believed to be necessary to accomplish 
these purposes. 

The author of the bill described the main purpose of the legislation— 


to improve management, to give more facts, to give stricter 
control to Congress and actually bring about more business- 
like procedures in the running of our Government * * * . 


The Comptroller General stated in his report dated February 12, 
1957: 


The stating of appropriations on an accrued expenditure 
basis, together with the furnishing of cost data to the Con- 
gress, as provided by Public Law 863, would provide the best 
opportunity for improved correlation of programing, budget- 
ing, and accounting. Congressional control of costs and 
expenditures can only be achieved by the maximum utiliza- 
tion of many tools. The stating of appropriations on an 
accrued expenditures basis can be made a very important 
tool for the Congress if effectively installed. 


HEARINGS 


The Subcommittee on Executive and Legislative Reorganization 
held 6 days of hearings on this and other bills to improve the Federal 
budget system. Printed copies of these hearings are available,and 
contain varying views and diverse contentions. Related bills dealing 
with accrued expenditures were introduced by 12 Congressmen, most 
of whom appeared before or submitted statements to the subcommittee 
supporting the bills. 

The legislation was supported by J. Harold Stewart, chairman of 
the Task Force on Budget and Accounting of the Hoover Commission 
on Organization of the Executive Secon of the Government. The 
Report on Budget and Accounting made by the Hoover Commission 
to the Congress on June 20, 1955 (H. Doc. No. 192) recommended that 
the budget and appropriations be placed on an accrued expenditures 
basis. An excerpt from this document is found in this report on 
page 14. 

The Director and other officials from the Bureau of the Budget, 
officials of the General Accounting Office, and the Comptroller of the 
General Services Administration testified at length in favor of the bill 
presenting information on the advantages to be derived therefrom. 
Reports were received from a number of Government agencies, 
including the Treasury Department, supporting the proposal. 
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A number of interested organizations such as the American Institute 
of Accountants and others, Congressmen who were not sponsors of 
bills, and other individuals submitted statements urging passage. 

A joint letter from Chairman Clarence Cannon and Representative 
John Taber of the Appropriations Committee of the House was re- 
ceived in which they informed the committee of their opposition to 
all bills requiring appropriations to be made on an accrued expendi- 
tures basis. They enclosed a report adopted by the Appropriations 
Committee which detailed the committee’s objection to the accrued 
expenditures basis. The letter and report are included in full in the 
Cay hearings of the subcommittee. Representative George H. 

fahon, a member of the Appropriations Committee, appeared before 
the subcommittee and testified at length against the bills. Dr. 
Gerhald Colm of the National Planning Association also appeared at 
the invitation of the subcommittee and did not favor the accrual 
system. 
SECTION-BY-SECTION ANALYSIS 


The bill amends section 201 of the Budget and Accounting Act of 
1921, which sets forth certain requirements and specifications for the 
President’s budget, and adds several new subsections. 

Subsection (b) recites the policy declaration that reflects the sub- 
stance of the bill. This is that it is the sense of Congress that revisions 
in presentation of budget estimates and estimates for deficiency and 
supplemental appropriations are essential in order to provide a more 
informative basis for the enactment of appropriations by the Con- 
gress, to reduce or eliminate the large carryover balances of appro- 
priations from one fiscal year to another, and to bring about economy 
in Government expenditures. It is therefore the policy of the Con- 
gress, the bill states, that estimates for proposed appropriations will 
be determined on an annual accrued expenditures basis. 

Subsection (c) legislates affirmatively that the amount of proposed 
appropriations (the estimates referred to in subsec. (b)) shall, to the 
maximum extent deemed desirable and practicable by the President, 
be determined on an annual accrued expenditure basis. It is specified 
that “annual accrued expenditures” shall relate to goods and services 
to be received in a fiscal year and such other payments as are author- 
ized by law to be made in the fiscal year. The payments for goods 
and services received in any fiscal year may be made during that 
same fiscal year or, as provided in subsection (e), in a subsequent 
fiscal year. 

Since annual controls on the basis of goods and services to be received 
during a budget year would not be applicable to every appropriation, 
some have been specifically excluded: Appropriations for the pay- 
ment of claims certified by the Comptroller General or for the pay- 
ment of judgments; appropriations for the refund of Federal taxes 
and of other money erroneously received and covered into the Treas- 
ury; appropriations made by private relief acts of Congress; appro- 
priations for the payment of interest on trust funds; appropriations 
to revolving funds; appropriations for the payment to former members 
of the Armed Forces, their dependents, and beneficiaries, of any bene- 
fits to which they are entitled by reason of military service; appropri- 
ations for the payment of pensions and annuities; appropriations for 
the payment of any obligation of the United States for which liability 
is fixed by treaty; and other analogous appropriations. 
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Conversion to an accrued expenditure basis presupposes adequate 
systems of programing, budgeting, and accounting. Therefore, 
subsection (d) of the bill leaves to the President the manner and the 
time of using the annual accrued expenditures basis for stating 
appropriations. 

Subsection (e) provides that at the end of a fiscal year the excess 
of any appropriation made on an accrued expenditure basis over the 
accrued expenditures will lapse. This means that funds not required 
to pay for goods or services received in the fiscal year will no longer 
be available for obligation. An amount equal to the unpaid accrued 
expenditures, represented by the accounts payable at June 30, will 
merge with the appropriation or fund made for the same general 
purposes for the next fiscal year as a single account for payment 
purposes. This merging should simplify accounting requirements 
without impairing fiscal control. 

This subsection thereby carries out another important recommenda- 
tion of the Hoover Commission Report on Budget and Accounting 
(No. 17) which reads: 


That each department and agency be authorized to main- 
tain a single account under each appropriation title or fund 
for controlling the amount available for the liquidation of 
valid obligations. 


Section 2 (a) provides for contract authority in appropriation bills 
based on annual accrued expenditures. Such authority is necessary 
for projects and programs that will extend for periods longer than 
l year. The section makes clear, however, that the appropriation for 
the year, plus the contract authority, plus accrued expenditures under 
any other appropriation for the same purpose, may not exceed any 
maximum amount that may be contained in the basic legislation 
that authorized the appropriation to be made. 

Section 2 (b) recites that the enactment of the provisions of the 
subsection referred to above which permits the granting of contract 
authority in an appropriation bill is an exercise of the rulemaking 
power of the Senate and House and as such shall be considered a part of 
the rules of each House. This seeks to avoid the successful imposi- 
tion of a point of order against the contract authority when an appro- 
priation containing such is considered on the floor of either House. 
The section recognizes the constitutional right of either House to 
change its rules at any time. 

Section 3 declares the act shall cease to be in effect July 1, 1961. 
This allows a period of 4 years to test the practicability of the new 
procedures. 

CONTRACT AUTHORITY 


If the annual accrued expenditures method of making appropria- 
tions is put into effect it will be necessary to provide a means whereby 
departments and agencies can plan and execute long-range programs. 
Under the obligation system no problem is involved because the full 
amount of the funds required to complete these programs is appro- 
priated at the time the original appropriation is made. Under the 
accrued method only that amount which will be expended for goods 
and services received or for such other authorized payments which 
may be made in a fiscal year will be appropriated. Hence, because 
an appropriation of funds would be made only for the first year, 
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departments and agencies would need authority to enter into contracts 
for goods and services to be delivered in future years. 

The bill permits such an authorization in section 2 (a). A question 
was raised during the hearings as to whether or not any contract 
authority authorized but unused would lapse at the end of the fiscal 
year for which the authorization was made. The committee felt that 
the legislation was sufficiently flexible to enable the departments or 
agencies involved to be allowed to retain such contract authority for 
certain specific programs, if previously approved by the Congress. 
However, under the new method, contract authority would be re- 
viewed annually. 

Under the present rule 21 of the House, contract authority in an 
appropriation bill is subject to a point of order as being general legisla- 
tion. H. R. 8002 provides in section 2 (b) that the inclusion in appro- 
priation bills of the authority to enter into contracts as provided in 
section 2 (a) will be considered as an exercise of the rulemaking power 
of the House and Senate and thereby will change the rules of both 
Houses accordingly. 


DIFFERENCE BETWEEN OBLIGATIONAL AND ACCRUED EXPENDITURES 
Bases 


The proposed annual accrued expenditures basis may be contrasted 
with the present obligational system of budgeting as explained in the 
following statement of the Director of the Bureau of the Budget: 


At the present time estimates for appropriations are pre- 
sented and appropriations of funds are made to cover the 
goods and services to be ordered in the budget year regardless 
of whether such goods and services are to be received or paid 
for in the budget year or in subsequent years. At the time 
goods or services are ordered an amount is obligated or re- 
served in the appropriation account to pay the vendor when 
such goods are services are received. In long-lead-time pro- 
curement programs several years may elaspe between the 
time of the order and the time the goods are delivered. 

This practice would be changed in this way by these bills. 
Budget estimates would be set forth in such a way as to segre- 
gate (a) the appropriation of funds needed in the budget year 
to cover the goods and services to be received in that year 
and (6) where needed, the authority to enter into contracts 
and orders for goods and services to be delivered in future 
years. The request for appropriation of funds in a given 
year, therefore, would cover the goods and services to be re- 
ceived in that year regardless of whether they were ordered 
in a prior year under contract authority or in the current 
year under the appropriation of funds authority. 

The need for contract authority in individual agencies 
would vary according to the type of program conducted and 
the operating needs of the agency. A request for contract 
authority will obviously be required in long lead-time 
programs. Such a request may be made in addition to an 
accrued expenditure appropriation request for other types 
of programs, depending on a demonstration of the need for 
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advance purchasing in the light of the agency’s own 
operations. 

To illustrate this point, contract authority would certainly 
be a part of a budget request for procurement of aircraft. 
This might represent a 5-year program in which contracts 
must be awarded in the budget year to permit assembly and 
completion at various points in the 5-year period. On the 
other hand, an administrative agency may need some 
electronic equipment for program use which might require 
2 years for delivery and installation. Or it might conduct a 
program that normally requires replacement of an order in 
one budget year to insure delivery early in the succeeding 
budget year. Both of the latter would also need advance 
obligating authority. While the aircraft procurement pro- 
gram is readily recognized as a “lead-time” program, the 
administrative agency examples illustrate the same im- 
portant need for advance authority to cover specific items 
in the program. 

. . . . * 


A further explanation of the difference between the two systems is 
shown by the tabular presentation which follows. The accrued ex- 
penditures appropriations presentation, as shown in the table together 
with the information which would be given in the budget justification 
before the Appropriations Committees, is considered more useful and 
significant for review and control purposes than an obligation pres- 
entation. It would enable more effective control because: 

(1) Annual appropriation action would be taken on both the 
agency proposed programs and those underway; 

(2) Appropriation carryovers would be greatly reduced or 
eliminated and balances of contract authority would either be 
reviewed or expire and be reapproved each year; 

(3) Congressional appropriation action would be more directly 
related to the budget cash surplus or deficit. 

It would enable more effective review because the budget request 
would show: 

(1) The estimated cost of what is planned to be done in the 
budget vear as well as the total estimated cost of a project; 

(2) The proposed use of resources such as inventories that the 
agency has on hand; 

(3) The value of resources carried over for use in subsequent 
years; 

(4) The goods and services to be received in the budget year; 

(5) The obligating authority needed to contract for deliveries 
in subsequent years. 

These kinds of information would be brought out by the financial 
plan for each program that would highlight past perormance in 
relation to future plans. 

In contrast, the obligation budget, illustrated here, shows only the 
obligation requirements needed to cover the goods and services to be 
ordered in the budget year in the case of annual appropriations, or in 
the case of no-year appropriations, the goods and services to be ordered 
either in the budget year or in subseque nt years. It does not reflect 
the use of inventories or the balance of resources on hand at the 
beginning and end of the year. It permits the buildup of appropriation 


balances and provides control only on the commitment of funds, 
28197—58——3 
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In summary, the obligation budget highlights the ordering of goods 
and services for a program—the beginning of the financial process. 
The accrued expenditure budget brings out for review the complete 
financial cycle—from ordering the goods and services, through the 
receipt of them (which establishes the liability to disburse funds from 
the Treasury), to their application to the program. In doing so, it 
provides control on both the commitment and expenditure of funds— 
the latter in terms of the goods and services received. 


COMPARISON OF EXISTING OBLIGATION APPROPRIATION PRESEN- 
TATION WITH PROPOSED ACCRUED EXPENDITURE APPROPRIATION 


PRESENTATION 
PRESENT OBLIGATION BASIS 


| 1955 actual | 1956 estimate | 1957 estimate 


| 
Obligations by activities: 
Vessel operations 





$42, 666, 260 | $44, 214, 795 $44, 654, 272 





1. 
iin ankndcideevbncicatoviiatameees |} 13,953,945 | 15, 477, 086 16, 844, 687 
3. Shore stations and aids operations...........-.....-.--- | 84, 431, 049 35, 578, 710 36, 387, 611 
4. Repair.and supply facilities... ...............s-...-...- 14, 074, 989 16, 563, 394 16, 166, 086 
6. Training and recruiting facilities. .................-.- 7, 627, 524 8, 134, 328 8, 358, 518 
6. Administration and operational control.........-.-.-.- 19, 378, 047 20, 097, 810 20, 178, 441 
7. Other military personnel expenses_........---...-....-- | 14, 534, 260 14, 454, 701 15, 842, 199 
SUIT SIIE RTA ok os ddd bide cec kids nkicibscecdc 8, 130, 594 | 6, 918, 176 6, 918, 176 
eee CNN. ob bk ha ci cdc Se deeds cccenesied | 154, 796, 668 161, 439, 000 165, 350, 000 


PROPOSED ACCRUED EXPENDITURE BASIS 





| 
1955 actual 1956 estimate | 1957 estimate 


Costs by activities (A): 














a ON a sts ncn mnibinnsien wadhineienlans $44,013,698 | $44,845,777 $45, 285, 254 

Bi I OR are cigd dco nnuncecotencbancchbanudan 15, 261, 137 17, 387, 949 18, 405, 432 

3. Shore stations and aids operations...................--- 34, 865, 324 36, 007, 550 36, 816, 451 

4. Repair and supply facilities. ...........-...........-... 14, 231, 320 15, 872, 072 15, 474, 764 

6. Training and recruiting facilities. _..................... 7, 712, 243 8, 389, 657 8, 613, 857 

6. Administration and operational control...............- 19, 593, 279 20, 111, 102 20, 191, 733 

7. Other military personnel expenses_.............-.-.-.-.- 14, 707, 472 14, 109, 372 15, 496, 870 

SE IE 3.5. Sick bcaeina cucidinnbinnkadan 9, 391, 789 7, 664, 847 7, 664, 847 

9. Adjustment of prior year costs.......................-- Sy SE ae te. Freep eee seca 

lathes: 5 ccna edg eked atngermnduan 160, 591, 333 | 164, 388, 326 167, 949, 208 
Relation of costs to appropriations (B): Decrease (—) in 
selected resources available for future application to activity 

UND ei hon ba cot thei donde cdeentbchentbodckvunbendsanstev —4, 941,672 | —4, 197,334 —3, 005, 900 

Total accrued expenditures (appropriation) ............- 155, 649, 661 160, 190, 992 164, 943, 308 

Contract authorization (D): 

Tota) contract authority required......................... 10, 917, 305 11, 503, 397 11, 916, 692 

Orders and contracts issued ?_...................-.-.-...-- 10, 401, 987 11, 503, 397 11, 916, 692 

TRIO GTIIET TRING onc cnienccccncnnccccnescccnesce eee 


1 This line would be supported by a supplementary schedule that would show the year-end balances 
together with the change in balances from year to year, of stores, advances and other resources available 
for use im carrying out programs in succeeding years. 

2 This line would be supported by a supplementary schedule that would identify the subsequent years .n 
which the goods ordered under contract authority would be delivered. 


CONCLUSIONS 


The committee weighed carefully the extensive evidence and testi- 
mony presented on this highly complicated proposal and reached the 
conclusion that the bill should be reported and authority for the new 
annual accrued expenditures basis of budgeting should be given the 
President. 








ee SE «= 


AMENDMENT TO BUDGET AND ACCOUNTING ACT 33 


The committee was not influenced by the extravagant claims that 
have been made for actual dollar savings that will ensue, but the 
committee does believe that there will be savings in an amount now 
undetermined. ‘The committee was impressed primarily by the im- 
proved management tool that the bill provides and with the fact that 
the Congress can retain a more practical and effective control over 
appropriated funds by the year-to-year review which will be required. 
It is quite possible, and the committee is hopeful, that the billions of 
dollars in carryover funds will be reduced to manageable proportions, 
We are fully aware that contract authority will create commitments 
to receive goods in the future and that this has a similarity to out- 
standing orders under appropriations made on an obligation basis, 
The committee feels that the distinction is sufficient, particularly 
with the annual review, to warrant the adoption of the system. 

The committee gave intensive study and consideration, as always, 
to the views of the Committee on Appropriations as contained in a 
joint letter from Chairman Cannon and the ranking minority member, 
John Taber, and as so ably presented at the hearings by Congressman 
Mahon, the chairman of the subcommittee. We recognize the great 
service they are rendering to the Congress and the country by their 
meticulous scrutiny and analysis of all appropriation proposals. We 
agree with Mr. M ahon that there is no magic in the accrued expendi- 
tures method. But the committee is convinced that the present 
dimensions of the Federal budget demand whatever improvements 
can be made in its process. We believe such a substantial improve- 
ment will be brought about to justify the passage of this legislation. 

As was stated by Chairman William L. Dawson at the opening of 
the hearings on this bill: 


There is tremendous concern at present about the size of 
the Federal budget with many conflicting ideas as to where 
and how to cut it. It is not this committee’s function to 
enter that eee It is our obligation under our juris- 
diction, however, to do everything possible to see that the 
budgeting process operates with maximum efficiency and that 
any defects which may cause waste or inflated estimates be 
corrected. 





REPORT OF THE COMPTROLLER GENERAL TO THE HOUSE COMMITTEE ON 
GOVERNMENT OPERATIONS ON ACCRUED EXPENDITURES APPROPRIA= 
TION BILLS 


B-121523, B-125294, B-125514. 


Comprro.LLeER GENERAL OF THE UNITED STATES, 
Washington 25, February 12, 1957. 
Hon. Wittram L. Dawson, 
Crairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. Cuarrman: Your letters of January 18 and 28, 1957 
acknowledged January 22 and 29, request reports on H. R. 2494 and 
H. R. 3379. 

These bills, which are identical, are designed to carry out recom- 

mendations Nos. 7 and 17 of the Report on Budget and Accounting 
of the second Hoover Commission which provide: 
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“That the executive budget and congressional appropriations be in 
terms of estimated annual accrued expenditures, namely, charges for 
the cost of goods and services estimated to be received. 

“That each department and agency be authorized to maintain a 
single account under each appropriation title or fund for controlling 
the amount available for the liquidation of valid obligations.” 

We are in complete agreement with these recommendations. While 
a great deal has been accomplished in the field of budgeting and 
accounting in the Federal Government, and provisions of Public Law 
863, approved August 1, 1956 (70 Stat. 782) provide the impetus for 
additional improvements, we feel that it is highly desirable that 
appropriations be stated on an annual accrued expenditure basis in 
order to realize the full benefits of the Hoover Commission recom- 
mendations. As you know, this proposal was included as a part of 
S. 3897, 84th Congress, when it was passed by the Senate, but was 
deleted prior to final enactment of that bill as Public Law 863. We 
strongly favored its enactment as a part of that bill throughout all 
of its considerations in both Houses of the Congress. 

The language of H. R. 2494 and H. R. 3379 is substantially identical 
to the language of S. 3897, 84th Congress, pertaining to this pro- 
posal, except for (1 \ the addition of a declaration of congressional 
policy; (2) the aadion of the words “‘payments for”’ in lines 12 and 13, 
page 2; end (3) the substitution of the words “proposed appropria- 
tions” for the word “appropriations” in line 17, page 2, through line 
7, page 3. While we do not believe that the addition of the words 
“payments for” in the sentence “Annual accrued expenditures shall 
relate to navments for goods and services to be received in a fiscal year, 
* * *” (lincs 12 and 13, p. 2) wes intended to change the effect of the 
original language, we believe it is subject to misinterpretation and may 
lead to confusion. As you know, the proposed appropriations de- 
termined on ean ennual accrued expenditure basis are intended to 
include, among other things, the funds required to pay for all goods 
and services to be received within the budget year even though pay- 
ment thereiore may not be made until subsequent budget years. To 
avoid any misinterpretation to the effect that payment has to be made 
within the budget year, we recommend that the words “payments for” 
be stricken from lines 12 and 13, page 2. 

The use of the term “proposed appropriation” in lieu of the word 
“appropriation” would not change the effect of the language involved 
and we have no specific objection thereto, although the original lan- 
guage is contained in most all of the bills on this subject in both 
Houses of the Congress. The reference to section ‘201 (b)” in line 10, 
page 3, should be section ‘201 (c)’’. 

We agree with this statement of congressional policy and believe 
that its enactment into law is desirable. It is a firm statement of 
the desire of the Congress that proposed appropriations be determined 
on an annual accrued expenditure basis. Other provisions of the pro- 
posed legislation, however, in recognition that this may not be prac- 
ticable in some instances and that it may not be accomplished over- 
night, give the President wide flexibility in his implementation of the 
proposed law. We suggest that the words “presentation of” be in- 
serted at the end of line 7, page 1, of H. R. 2494 and H. R. 3379. 

The stating of appropriations on an accrued expenditure basis 
together with the furnishing of cost data to the Congress, as provided 
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by Public Law 863, would provide the best opportunity for improved 
correlation of programing, budgeting, and accounting. Con -ressional 
control of costs and expenditures can only be achieved by the maxi- 
mum utilization of many tools. The stating of appropriations on en 
accrued expenditure basis can be made a very important tool for the 
Congress if effectively installed. 

Stating appropriations of funds on this basis is a natural extension 
of the cost budgeting enacted in Public Law 863, 84th Con-zress. 
Under that provision of law, the agencies will submit budgets to the 
Congress which will show the estimated costs of a provram, the inven- 
tories and other assets available for use in the performance of the 
prozram, and the amount of additional funds needed to finance that 

performance each year. However, since the present basis of stating 
on eee appropriations is in terms of obligational authority, i. e., 
the amount of funds which an agency considers it needs to earmark for 
contracts and orders covering current and future deliveries of goods, 
the appropriation requested for any year under the present method is 
not in many cases closely related to planned performance under the 
program during that year. 

In those operations concerned primarily with salaries and travel 
expense the time relation between the creation of an obligation and an 
ee is relatively short. In such circumstances, resources 
available other than new money are ordinarily of no great significance 
and there is ordinarily a rather direct corr elation between obligations, 
expenditures, and costs. These are the operations which represent 
the larger group in terms of numbers, but represent the less significant 
portion of the budget from a dollar standpoint. In the area of opera- 
tions where long lead time is characteristic, such as major procure- 
ment, construction, and research and development, which represent 
the greater dollar portion of the budget, obligation and expenditure 
data have their greatest limitations for both Congress and manage- 
ment. We thus believe that the conversion to the use of appropria- 
tions stated on an annual accrued expenditure basis could best be 
applied at the outset to this latter area of operations involving long 
lead time, 

All of the present safeguards of consideration and control of total 
program costs are retained under the annual accrued expenditure 
basis of stating appropriations. Indeed they are improved because, 
in addition to providing for consideration of the total estimated cost, 
this method of determining appropriations provides a means of direct 
congressional control over the yearly segments of planned performance. 
It provides an orderly review by the Congress of the amount of funds 
needed in any year in relation to the year- by-year accomplishments 
and their costs as compared to each year’s estimated performance and 
estimated costs, as well as the continuing needs of the program in 
relation to current national and international conditions. 

There are other advantages of placing appropriations on an accrued 
expenditure basis. The annual budget surplus or deficits is deter- 
mined on the basis of expenditures. Placing appropriations on the 
annual accrued expenditure basis is, in our opinion, a practical ap- 
proach to a direct correlation between annual appropriations and ex- 
penditures. It vests in each Congress a much greater opportunity to 
control the level of operations during a particular budget year and 
would mean the elimination of the vast carryover balances now avail- 
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able for expenditure at the discretion of the executive agencies. The 
present situation concerning available balances stems from the fact 
that congressional control through appropriation authorization and 
Budget Bureau control through apportionments are both exercised in 
terms of authority to obligate rather than budgeted work plans for the 
cost of goods and services estimated to be received. 

It is inherent in the annual accrued expenditure basis of stating ap 
propriations that congressional authority be granted for the advance 
planning which nec essarily precedes the phase of operations covered 
in an annual accrued expenditure budget. In the past, this authority 
to create obligations in advance of appropriations has been commonly 
referred to as contract authorization. The authority to include re- 
quests for such contract authorizations in the budget, which is con- 
tained in the present section 201 of the Budget and Accounting Act, 
1921, in view of the definition of the term “appropriation”’ contained 
in section 2 of that act, as amended, will not be abrogated by the 
provisions of H. R. 2494 and H. R. 3379. It is a significant fact, how- 
ever, that heretofore both contract authorizations and subsequent ap- 
propriations were stated in terms of obligational authority whereas 
under the recommendations herein being ‘considered only the initial 
authorization would be stated in terms of the broad and difficult to 
apply concept of obligations whereas annual appropriation of funds 
could be stated much more definitely in terms of accrued expenditures 
because of the time factor. The initial authority which may cover a 
forward period, sometimes as long as 5 years or more, obviously can- 
not be supported with detailed plans. On the other hand, as those 
plans take shape in succeeding years much more precise planning and 
authorizations are practical when stated in terms of accrued expendi- 
tures. 

While contract authorizations will continue to be accounted for on 
an obligation basis, the primary purpose of recording such obligations 
will be to insure that the total amount of the contract authorization 
is not exceeded. Such accounting can be relatively simple and there 
would be no incentive for an agency to rush to obligate such contract 
authorization prior to the expiration of any one fiscal year. 

The determination of appropriations on an annual basis in terms 
of estimated performance during that vear, i. e., the annual accrued 
expenditure basis, with concurrent authority to enter into contracts 
to insure orderly future deliveries on long-lead-time programs, is in 
no way detrimental to the interests of contractors. The Govern- 
ment’s liability to a contractor for a contract issued under this method 
of appropriation and subsequently canceled or terminated would be 
no different than the Government’s liability in similar circumstances 
under the present method of stating appropriations in terms of ables. 
tions. The only change required would be that payments to the 
contractor for performance each year would be made out of the funds 
appropriated by the Congress each year for that purpose and not out 
of funds appropriated in some past year. 

We do not subscribe to the view that, if contracts and orders are 
placed under a grant of authority to enter into such contracts, such 
letting of contracts creates a binding obligation for which a future 
Congress must appropriate funds in the amount of the outstanding 
contracts. If, in the considered judgment of a Congress, a program 
entered into by an agency should be curtailed or eliminated in the 
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best interests of the United States, the unperformed portion of out- 
standing contracts would be cance led and undoubtedly the Congress 
would, if necessary, appropriate funds to pay for the termination. 
Also, the year-by-year control of a program, inherent in the annual 
accrued expenditure basis of appropriations, provides the Congress 
with a current and continuing tool for exercising restraint over con- 
tracting on a continuing program whose costs are substantially ex- 
ceeding the original estimated costs on which the program was ap- 
proved, or whose performance is dragging. 

We thus believe that this proposed legislation, if effectively imple- 
mented, would provide both the President and the Congress much 
greater control over Federal expenditures and strongly recommend 
its favorable consideration. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 





EXCERPTS FROM THE STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR 
OF THE BUREAU OF THE BUDGET, BEFORE THE SUBCOMMITTEE ON 
EXECUTIVE AND LEGISLATIVE REORGANIZATION OF THE HOUSE 
COMMITTEE ON GOVERNMENT OPERATIONS WITH REGARD TO VARIOUS 
BILLS RELATING TO THE BUDGET PROCESS, MARCH 27, 1957 


We believe that the flexibility given to the President is desirable. 
Tt will enable an evaluation to be made for each appropriation to de- 
termine the practicability of presenting the estimates on an annual 
accrued expenditure basis and the benefits that would be derived from 
this change in procedure. 

The bills define what budget estimates for proposed appropriations 
on an annual accrued expenditure basis should embrace. ‘They pro- 
vide that the estimates should include the money requirements for 
goods aaa services to be received in the budget year. The language 
used also recognizes, as a practical matter, that the estimates shall also 
include the money requirements representing payments which have to 
be made in the budget vear, such as advances, grants, and tort claims. 
Certain types of appropriations to which the accrued expenditure basis 
of stating estimates is not applicable would be excluded. 

Budget estimates on the annual accrued expenditure basis would in- 
clude the funds required to cover the value of the goods and services 
to be received in a fiscal year whether or not payments for such goods 
and services are actually made in the same fiscal vear. At the end of 
each vear there would usually be some unpaid bills or accounts pay- 
able which would be paid, in the subsequent year, out of the balance 
brought forward from the appropriation for the year in which the 
goods were received. 

In addition to estimates for proposed appropriations on the accrued 
expenditure basis, as contemplated by these bills, it would be necessary 
to present estimates for contract authority to incur obligations in ad- 
vance of appropriations so that contracts may be aw arded or orders 
issued as necessary in the budget year to insure delivery of goods and 
services as needed in subsequent years. 

Legislation such as is proposed in these bills would give effect to 
another Hoover Commission recommendation that agencies maintain 
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a single account under each appropriation. As of the end of each 
fiscal year, the balance of the accounts payable in each appropriation 
made on an annual accrued expenditure basis would be transferred to, 
and merged with, the next year’s appropriation. The remaining bal- 
ance would lapse unless otherwise provided in an appropriation act or 
other law. 

As contrasted with present procedures, we can see many advantages 
in the practices contemplated by these bills. I would like to empha- 
size that a major advantage of this proposal is the improved program 
control that is made available to the Congress and the executive 
branch. Under Public Law 863, agency cost-based budget presen- 
tations will provide additional and more informative data for the 
purposes of the budget analvsis and review. 

That law will also bring about improved planning practices and the 
development of more effective management controls in the agencies. 
As long as appropriations are continued on the obligation basis, how- 
ever, positive top-level control of appropriated funds so far as materiel 
is concerned, is in effect limited to control of the procurement plans of 
the agency. The use of annual accrued expenditure appropriations 
would place Congress and the executive branch in an improved posi- 
tion for establishing effective monetary controls on the scope of a 
program during a given fiscal year. 

We also believe that appropriation requests on the accrued expen- 
diture basis would provide a more direct relation to budget balance. 
Under this method the relationship between appropriations and checks 
issued—the basis for calculating the surplus or deficit—would be much 
closer than is the relationship under existing practice. 

In making appropriation determinations that involve consideration 
of the adequacy of agency plans for receipt and application of goods 
and services, the Congress would play a more positive role in the 
Government’s financial planning. Arriving at the level of appropria- 
tions on this basis, it would be in position to give more consideration 
to the effect of agency proposals on the annual surplus or deficit 
result for the Government as a whole. 

The Hoover Commission in its report indicated that the Congress 
should restate the contract authority annually as needed. I interpret 
this to mean that unused contract authority at the end of each year 
would lapse and that requests for new authority would be made as 
needed each year on the basis of program requirements. 

Under the proposed procedure, annual estimates of proposed appro- 
priations and contract authority would be based on a presentation to 
the Appropriations Committees of the agency’s financial plan for 
conduct of a program. For example, the long-range aircraft procure- 
ment program I previously mentioned might involve a ioiek of $15 
billion, spread evenly over a 5-year period. In the initial budget sub- 
mission the accrued expenditure appropriation request would be for 
$3 billion together with a contract authority request for $3 billion 
needed for forward contracting in the budget year. This would be 
requested as part of a plan showing the total $15 billion cost and the 
contract authority and accrued expenditure requirements in each of 
the subsequent years of the program. 

The budget submission for the second year of such a program might 
reflect a revised estimate of performance in the current year, showing 
deliveries of $2% billion and contracts awarded in the amount of $3 
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billion. If the request for the second year follows the original plan 
of a $3 billion accured-expenditure appropriation and a similar 
amount of contract authority, the Appropriations Committee might 
feel it appropriate to cut back the accrued expenditure request on the 
basis of the revised estimate of current-year performance. 

Thus, with this type of presentation each year, the Appropriations 
Committees would be able to make a more effective determination of 
the financing needs of the program, 

This systematic annual presentation of the agency financial plan of 
operation, showing past performance and forward planning, is one 
of the benefits to be gained by use of the proposed appropriation proce- 
dure, Information of this kind may be available under present prac- 
tices, but the significant point is that such data are not automatically 
brought to the attention of the Congress each year. 

In the aircraft procurement program illustration, the initial con- 
tract authority request for the program covers only the obligations 
necessary to be incurred in the budget year. Depending on which 
course of action is most appropriate for the program involved, the 
initial contract authority request could cover the total cost of the pro- 
gram. In either case, however, the unused contract authority would 
lapse at the end of each year. 

We are fully cognizant of the fact that a change such as that contem- 
plated by these bills will present problems. We have heard many 
procedural questions raised. For example, it has been stated that an 
annual review of the Government’s total program would result in an 
increased workload for both the Congress and the executive branch. 
We grant that some additional work may be involved. However, we 
feel that the benefits to be derived in the w ay of better control over 
Federal spending will be well worth this additional effort. 

Another question has been raised regarding the effect of this pro- 
posal on agency-contractor relations in long lead-time programs, 
Since the annual basis of requests for appropriations and contract au- 
thorizations under these bills would not provide for one-time ap- 
propriation of the total cost of a program extending over several years, 
it has been stated that contractors would hesitate to bid on Govern- 
ment contracts; that pric es quoted by the contractors might be higher; 
or that the contractor’s credit would be questionable on Gover nment 
jobs subject to future appropriation action. 

We have already had experience in this respect under contract au- 
thority which has been used in the past. Appropriations for some of 
our long-lead-time programs did not provide funds for total costs of 
a given contract, but no unusual difficulties were encountered in arriv- 
ing at mutually satisfactory contractual arrangements in carrying 
out these programs. 

In this connection, it might be noted that the representatives of pri- 
vate industry on the Hcover Commission task force that made this 
recommendation gave no indication that this appropriation proce- 
dure would create “problems for the contractor beyond those that may 
already exist under current practice. 

Th ‘e question of delays in delivery schedules has been raised. If 
goods are expected to be delivered in the budget year but not actually 
delivered until the subsequent year, from what appropriation would 
payment for such goods be made? The payment would have to be 
made from the appropriation for the year in which the goods were 
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received. It is conceivable in some cases that this situation might 
result in requesting a supplemental appropriation since the delay in the 
delivery was not contemplated when the budget estimates for that 
year were prepared. 

This may involve the handling of more supplemental appropria- 
tions but only experience can determined the extent of the increase. 

The converse of this previous question is also a possibility. Goods 
scheduled for delivery in a subsequent year may actually be delivered 
in the current year. In such cases, if funds are not available in the 
current appropriation, it would be necessary to reschedule other deliv- 
eries to keep accruals within the sum appropriated, or else to get 
authority in a supplemental appropriation act to transfer a portion of 
the following year’s appropriation to cover the excess of deliveries 
in the current year. 

In any event, an agency would have to keep accruals within the 
sums set in appropriation acts year by year; any excess would be a 
violation of the Anti-Deficiency Act and would require congressional 
approval in the form of an adjustment in the sum appropriated for the 
year in question. 

Another question has been raised as to whether the accounting 
under the procedures contemplated by these bills would require the 
maintenance of two separate sets of accounts. As we see it, two sets 
of accounts should not be required. Instead, there should be one 
integrated accounting system. In this connection, it should be 
recognized that Public Law 863 provides for the development of 
accrual accounting systems that produce related control information 
on obligations, accrued expenditures, costs, and disbursements; and 
permit the use of cost-based budgets. In the final analysis, therefore, 
the accounting required by this procedure is already provided for in 
Public Law 863. Agencies are currently moving toward development 
of such accounting systems. 

In considering these questions it should be recognized that in any 
major change such as this there are always problems to be resolved. 
However, if the conversion is undertaken on a gradual basis as the bill 
permits, we believe that the problems can be resolved satisfactorily. 

In the conversion we would hope to work closely with the Appro- 

riations Committees of the Congress with regard to the more precise 
orm of estimates for proposed appropriations of funds and contract 
authority. 

We urge that the Congress give favorable consideration to the 
enactment of this legislation to accomplish the objectives of these bills. 


EXCERPTS FROM REPORT ON BUDGET AND ACCOUNTING, COMMISSION 
ON ORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT 


(June 20, 1955, H. Doc. No. 192, 84th Cong., 1st sess.) 


Annual accrued expenditure budget 

This contemplates that agency budgets be expressed in terms of the 
charges for goods and services estimated to be received during the 
year, i. e., the “accrued expenditures.” The authority granted by the 
Congress should be for 1-year periods and in terms of authority to 
make such expenditures. The term “accrued expenditures” repre- 
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sents the charges incurred for goods and services received and other 
assets acquired, whether or not payment has been made and whether 
or not invoices have been received. Thus, the term “accrued expendi- 
tures” is not synonymous with cash disbursements. To clarify this 
concept, let us consider the Government’s activities as being in the 
following two broad categories: 

o* * *~ * a * * 


The application of an expenditure budget to each of these categories 
would be as follows: 

. Long-lead-time programs.—Under this proposal an agency would 
submit initially a properly described program showing the total funds 
required for its completion, projected in terms of years. ‘The Con- 
gress, if it approved the program, would enact an annual appropriation 
in terms of the estimated accrued expenditures required for the year 
under consideration. In addition, the Congress would give the 
agencies contracting authority in terms of the dollar amount required 
for orderly forward contracting beyond the budget year. The execu- 
tive branch and the Congress would review the program annually 
from the standpoint of costs and accomplishment, both completed 
and projected. The Congress, at the same time, would restate the 
contracting authority annually as necessary. 

2. Other. programs. -—Appropriations for the remaining Government 
programs, where lead time is not an important factor, should also be 
placed upon an annual accrued expenditure basis. In these cases 
contracting authority beyond the budget year will not ordinarily be 
required. The extension of expenditure budgeting to such areas 
should be a relatively simple matter. It would place budget appro- 
priations and expenditures on a uniform basis throughout the Govern- 
ment. 

* * * ~ * * * 


The proposal for an annual accrued expenditure budget would 
assure annual review of past and proposed performance under long- 
lead-time contracts. That this is important is indicated by the 
statement of the Director of the Budget in October 1953 that as 
of July 1, 1953, ‘$81 billion of unfinanced appropriations existed as 
a claim against current and future income or borrowing. The con- 
tracts and commitments made as a result of these appropriations 
became in effect c. 0. d. obligations against the Government.” 

Recommendation No. 7.—That the executive budget and congres- 
sional appropriations be in terms of estimated annual accrued ex- 
penditures; namely, charges for the cost of goods and services estimated 
to be received. 


CHANGES IN Existinec Law 


In compliance with paragraph 2a of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as reported, are shown as follows (new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 
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Section 201 or tHe Bupcet anp Accountine Act or 1921, as 
AMENDED (31 U.S. C. 11) 


TITLE II—THE BUDGET 


Src. 201 (a) The President shall transmit to Congress during the 
first fifteen days of each regular session, the Budget, which shall set 
forth his Budget message, summary data and text, and supporting 
detail. The Budget shall set forth in such form and detail as the 
President may determine— 

(1) functions and activities of the Government; 

(2) at such times as may be practicable, information on pro- 
gram costs and accomplishments; 

(3) any other desirable classifications of data; 

(4) a reconciliation of the summary data on expenditures with 
proposed appropriations; 

(5) estimated expenditures and proposed appropriations neces- 

sary in his judgment for the support of the Government for the 

ensuing fiscal year, except that estimated expenditures and pro- 
posed appropriations for such year for the legislative branch of 
the Government and the Supreme Court of the United States 
shall be transmitted to the President on or before October 15 of 
each year, and shall be included by him in the Budget without 
revision; 

(6) estimated receipts of the Government during the ensuing 
fiscal year, under (1) laws existing at the time the Budget is 
transmitted and also (2) under the revenue proposals, if any, 
contained in the Budget; 

(7) actual appropriations, expenditures, and receipts of the 
Government during the last completed fiscal year; 

(8) estimated expenditures and receipts, and ac tual or proposed 
appropriations of the Government during the fiscal year in 
progress; 

(9) balanced statements of (1) the oe of the Treasury 
at the end of the last completed fiscal year, (2) the estimated con- 
dition of the Treasury at the end of the fise al year in progress, and 
(3) the estimated condition of the Treasury at the end of the 
ensuing fiscal year if the financial proposals contained in the 
Budget are adopted; 

(10) all essential facts regarding the bonded and other indebt- 
edness of the Government; and 

(11) such other financial statements and data as in his opinion 
are necessary or desirable in order to make known in all practicable 
detail the financial condition of the Government. 

(b) It is the sense of the € Jongress that revisions in presentation of 
budget estimates and estimates for deficiency and supplemental appropria- 
tions are essential in order to provide a more informative basis for the 
enactment of appropriations by the Congress, to reduce or eliminate the 
large carryover balances of appropriations from one fiscal year to another, 
and to bring about economy in Government expenditure s. It is there fore 
the policy of the Congress that estimates for proposed appropriations will 
be determined on an annual accrued expenditure basis. 

(c) The amount of proposed appropriations referred to in sections 201 
(a) and 208 of this Act shall, to the mazimum extent deemed desirable and 
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practicable by the President, be determined on an annual accrued expendi- 
ture basis. 

“Annual accrued expenditures’’ shall relate to goods and services to be 
received in a fiscal year, advance payments, progress payments, and such 
other payments as are authorized by law to be made in such fiscal year. 

This subsection shall not apply to appropriations for the payment of 
claims certified by the Comptroller General and of judgments; appro- 
priations for the refund of Federal taxes and of oiher moneys erroneously 
received and covered into the Treasury of the United States; appropriations 
for private relief; appropriations for the payment of interest on trust 
funds; appropriations to provide or increase revolving funds; appropria- 
tions for the payment to former members of the Armed Forces, their de- 
pendents and beneficiaries, of any benefits to which they are entitled by 
reason of military service; appropriations for ihe payment of pensions 
and annuities; appropriations for the payment of any obligation of the 
United States for which liability is fixed by treaty; and other appropria- 
tions or funds analogous to the foregoing. 

(d) The conversion to the use of the annual accrued expenditures 
method for stating proposed appropriations in accordance with section 
201 (c) of this Act shall be accomplished in such manner and at such 
times as may be determined by the President. 

(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued 
expenditures under such appropriation or fund shall lapse, unless here- 
after provided otherwise in an appropriation Act or other law. Any 
remaining balances of each such appropriation or fund shall be merged 
with any appropriation or fund made for the same general purpose for 
the ensuing fiscal year and shall constitute a single account. 


[H. R. 8002, 85th Cong., 1st sess.] 


A BILL To provide for improved methods of stating budget estimates and estimates for 
deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 201 of the Budget and Account- 
ing Act, 1921, as amended, is further amended by adding the following new 
subsections: 

“(b) It is the sense of the Congress that revisions in presentation of budget 
estimates and estimates for deficiency and supplemental appropriations are 
essential in order to provide a more informative basis for the enactment of 
appropriations by the Congress, to reduce or eliminate the large carryover bal- 
ances of appropriations from one fiscal year to another, and to bring about 
economy in Government expenditures. It is therefore the policy of the Con- 
gress that estimates for proposed appropriations will be determined on an annual 
accrued expenditure basis. 

“(c) The amount of proposed appropriations referred to in sections 201 (a) 
end 203 of this Act shall, to the maximum extent deemed desirable and prac- 
ticable by the President, be determined on an annual accrued expenditure basis. 

‘Annual accrued expenditures’ shall relate to goods and services to be 
received in a fiscal year, advance payments, progress payments, and such other 
payments as are authorized by law to be made in such fiscal year. 

“This subsection shall not apply to appropriations for the payment of claims 
certified by the Comptroller General and of judgments; appropriations for the 
refund of Federal taxes and of other moneys erroneously received and covered 
into the Treasury of the United States; appropriations for private relief; 
appropriations for the payment of interest on trust funds; appropriations to 
provide or increase revolving funds: appropriations for the payment to former 
niembers of the Armed Forces, their dependents and beneficiaries, of any benefits 
to which they are entitled by reason of military service; appropriations for the 
payment of pensions and annuities ; appropriations for the payment of any obliga- 
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tion of the United States for which liability is fixed by treaty; and other appro- 
priations or funds analogous to the foregoing. 

“(d) The conversion to the use of the annual accrued expenditures method 
for stating proposed appropriations in accordance with section 201 (c) of this 
Act shall be accomplished in such manner and at such times as may be deter- 
mined by the President. 

“(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued expendi- 
tures under such appropriation or fund shall lapse, unless hereafter provided 
otherwise in an appropriation Act or other law. Any remaining balances of 
each such appropriation or fund shall be merged with any appropriation or fund 
made for the same general purpose for the ensuing fiscal year and shall con- 
stitute a single account.” 

Sec. 2. (a) Whenever an appropriation bill or an amendment thereto provides 
for an appropriation in terms of annual accrued expenditures, or specifies that 
an appropriation therein is based upon annual accrued expenditures, it shall be 
in order to provide in such appropriation bill, or in such amendment, the 
authority to enter into contracts for the purposes of such appropriation in an 
amount in addition to the amount of such appropriation; however, where the 
law authorizing such appropriation specifies a maximum amount which may be 
appropriated, such contract authorization together with the appropriation pro- 
vided for in such bill or amendment, together with accrued expenditures under 
any other appropriation theretofore made for such purpose, shall not exceed the 
total amount previously authorized by law to be appropriated for such purpose. 

(b) The provisions of subsection (a) of this section are enacted by the 
Congress— 

(1) as an exercise of the rulemaking power of the Senate and the House 
of Representatives, respectively, and as such they shall be considered as 
part of the rules of each House, respectively, or of that House to which 
they specifically apply; and such rules shall supersede other rules only to 
the extent that they are inconsistent therewith ; and 

(2) with full recognition of the constitutional right of either House to 
change such rules (so far as relating to the procedure in such House) at 
any time, in the same manner and to the same extent as in the case of any 
other rule of such House. 

Sec. 3. This Act, and the amendments made thereby shall cease to be in effect 
July 1, 1961. 





ExTRACT FROM PRESIDENT’S BUDGET MESSAGE TO CONGRESS FOR FIscAL YEAR 1959, 
DATED JANUARY 13, 1958, Page M55 


Legislation now pending before the Congress to place Government appropri- 
ation requests on an accrued expenditure basis should be enacted, in accordance 
with the recommendations of the Hoover Commission. This is a businesslike 
approach, and it is hoped that the opposition that developed in the past will be 
withdrawn as a result of further study and modifications in the way the 
procedure as to be applied. 
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85TH CONGRESS HOUSE OF REPRESENTATIVES { Document 
2d Session No. 366 





RECOMMENDATIONS RELATIVE TO OUR ENTIRE 
DEFENSE ESTABLISHMENT 


MESSAGE 


FROM 


THE PRESIDENT OF THE UNITED STATES 


TRANSMITTING 


RECOMMENDATIONS RELATIVE TO OUR ENTIRE DEFENSE 
ESTABLISH MENT 


Apri 3, 1958.—Referred to the Committee on Armed Services and ordered to be 
printed 


To the Congress of the United States: 

Last January | advised the Congress of two overriding tasks in 
present world conditions—the ensuring of our safety through strength, 
and the building of a genuine peace. To these ends I outlined eight 
major items requiring urgent action. 

One was defense reorganization. 

In this message I discuss the administrative and legislative changes 
that I consider essential to the effective direction of our entire Defense 
Establishment. They are not numerous. They are, however, very 
important. They flow from these principles: 

First, separate ground, sea, and air warfare is gone forever. If 
ever again we should be involved in war, we will fight it in all elements, 
with all services, as one single concentrated effort. Peacetime pre- 
paratory and organizational activity must conform to this fact. 
Strategic and tactical planning must be completely unified, combat 
forces organized into unified commands, each equipped with the most 
efficient weapons systems that science can develop, singly led and 
prepared to fight as one, regardless of service. The accomplishment 
of this result is the basic function of the Secretary of Defense, advised 
and assisted by the Joint Chiefs of Staff and operating under the 
supervision of the Commander in Chief. 
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Additionally, Secretary of Defense authority, especially in respect 
to the development of new weapons, must be clear and direct, and 
flexible in the management of funds. Prompt decisions and elimina- 
tion of wasteful activity must be primary goals. 

These principles 1 commend to the Congress. In conformity to 
them I have formulated and urgently recommend certain changes in 
our Defense Establishment. Clearly we should preserve the tradi- 
tional form and pattern of the services but should regroup and redefine 
certain service responsibilities. From this will flow the following sig- 
nificant results: 

Strategic planning will be unified. 

Our fighting forces will be formed info yinified coramands effectively 
organized for the attainment of nations! t objoetiv es, 

Military command channels will be streamline d. 

The Joint Chiefs of Staff will be provided professional military 
assistance required for efficient strategic planning and operational 
control. 

The control and supervision of the Secretary of Defense over mili- 
tary research and development will be strengthened. 

The Secretary of Defense will be granted needed flexibility in the 
management of defense funds. 

The Secretary of Defense and Joint Chiefs of Staff will be given a 
direct voice in the appointment, assignment, and removal of officers 
in the top two military ranks. 

The authority of the Secretary of Defense will be clarified to enable 
him to function as a fully « ‘MTective agent of the President as Com- 
mander in Chief. 

The overall efficiency of the Defense Department will be increased. 

The tendeney toward service rivalry and controversy, which has 
so deeply troubled the American people, will be sharply reduced 

in the following remarks I set forth the background and details of 
these legislative and administrative proposals, 

* * * 


In recent years a revolution has been taking place in the techniques 
of war. Entirely new weapons have emerged. ‘They transcend all we 
have before known in destructive power, in range, in swiftness of 
delivery. Thermonuclear weapons, missiles, new aircraft of great 
speed and range, atomic ground weapons, nuclear submarines have 
changed the whole scale and te mpo of military destructiveness. 
Warning times are vanishing. There can be little confidence that we 
would surely know of an attack before it is launched. Speeds of 
flight are already such as to make timely reaction difficult and inter- 
ception uncertain. 

The need to maintain an effective deterrent to war becomes ever 
more critical. In this situation, we must find more efficient and 
economical means of developing new devices and fitting them into 
our Defense Establishment. We must so revise this establishment 
as not only to improve our own use of such devices; additionally, we 
must be be able to counter their use against us. 

The products of modern technology are not, in many cases, readily 
adaptable to traditional service patterns or existing provisions of law. 
‘Thus there has tended to be confusion and controversy over the intro- 
duction of new weapons into our Armed Forces and over the current 
applicability of long-established service roles and missions. 
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Moreover, the new weapons and other defense undertakings are so 
costly as to heavily burden our entire economy. We must achieve the 
utmost military efficiency in order to generate maximum power from 
the resources we have available. 

Confronted by such urgent needs, we cannot allow differing service 
viewpoints to determine the character of our defenses—either as to 
operational planning and control, or as to the development, produc- 
tion, and use of newer weapons. ‘To sanction administrative confusion 
and interservice debate is, in these times, to court disaster. I cannot 
overemphasize my conviction that our country’s security require- 
ments must not be subordinated to outmoded or single-service con- 
cepts of war. 

[ 


An understanding of the course over which we have come to the 
present will help determine the path we should follow now and in 
the future. 

When our Republic was founded, we had a simple solution to the 
problem of military organization—at first, only a War Department, 
then soon thereafter, a Department of the Navy. The Navy’s mission 
was war at sea. Tie War Department’s mission was war on land. 

for a century and a half this two-department organization was well 
suited to our needs. Recently, however, the airplane has added a 
third dimension to the arts of war. At first the airplane was inte- 
grated into the traditional two-department organization, and there it 
remained until World War LI. 

Right after Pearl Harbor we adjusted our organization to accord 
a fuller role to rapidly growing airpower. Within the War Depart- 
ment, the Army Air Forces were placed on equa! footing with Ground 
and Service Foreces. In the Navy, task forces built around naval 
aviation became the heart of the fleet. The Commanding General of 
the Army Air Forces became a member of the Joint Chiefs of Staff 
with the Army Chief of Staff and the Chief of Naval Operations. 

Immediately after the war, efforts began to build a defense organi- 
zation besed upon the lessons of World War Il. <A basic theme was 
to provide an adequate organizational framework for airpower armed 
with the awesome destructive force of atomic weapons. There 
emerged three coequal executive departments—Army, Navy, and 
Air Force. But World War IL experience had proved that no longer 
could warfare be effectively waged under separate Army, Navy, and 
Air Foree doctrines. So, over all our forces the Congress established 
a Secretary of Defense. 

This reorganization in 1947 was marked by lengihy debate and 
eventual compromise. In that battle the lessens were losi, tradition 
won. The three service departments were but loosely joined. The 
entire structure, called the National Military Establishment, was 
little more than a weak confederation of sovereign military units. 
Few powers were vested in the new Secretary of Defense. All others 
were reserved to three separated executive departments. 

vents soon showed that this loose aggregation was unmanageable. 
In 1949, the National Military Establishment was replaced by an 
executive Department of Defense. ‘The authority of the Secretary of 
Defense over his Department was made specitic. . He was vested with 
the power of decision in the operation of several interservice boards in 
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his Office. A Chairman was provided to preside over the Joint Chiefs 
of Staff. The Departments of Army, Navy, and Air Force were con- 
verted from independent executive departments to subordinate mili- 
tary departments. They became represented in the President’s 
Cabinet and the National Security Council by the Secretary of Defense 
alone. Other changes with delle effect were made. 

The unifying process moved forward again in 1953. The Secretary 
of Defense was given staff facilities better adapted to his heavy re- 
sponsibilities. Certain boards and agencies were abolished and their 
duties transferred to him. Additional Assistant Secretaries of Defense 
were provided. The Chairman of the Joint Chiefs of Staff was au- 
thorized to manage the Joint Staff for the Joint Chiefs. 

These various steps toward more effective coordination of our 
Armed Forces under one civilian head have been necessary, sound, 
and in the direction pointed by the lessons of modern warfare. Each 
such step, however, has prompted opponents to predict dire results, 
There have been allegations that our free institutions would be threat- 
ened by the influence of a military leader serving as the principal 
military adviser to the Defense Secretary and the Commander in 
Chief. There have been forecasts that one or more of the services 
would be abolished. As a result, the Secretary of Defense has never 
been freed of excessive statutory restraints. As a result of well- 
meaning attempts to protect traditional concepts and prerogatives, we 
have impaired civilian authority and denied ourselves a fully effective 
defense. We must cling no longer to statutory barriers that weaken 
executive action and civilian authority. We must free ourselves of 
emotional attachments to service systems of an era that is no more. 

I therefore propose, for America’s safety, that we now modernize 
our Defense Establishment and make it efficient enough and flexible 
enough to enable it to meet the fateful challenge of continuing revolu- 
tionary change. - 


I know well, from years of military life, the constant concern of 
service leaders for the adequacy of their respective programs, each 
of which is intended to strengthen the Nation’s defense. 1 understand 
quite as well the necessity for these leaders to present honestly and 
forcefully to their superiors their views regarding the place of their 
programs in the overall national effort. But service responsibilities 
and activities must always be only the branches, not the central trunk 
of the national security tree. The present organization fails to apply 
this truth. 

While at times human failure and misdirected zeal have been 
responsible for duplications, inefficiencies, and publicized disputes, 
the truth is that most of the service rivalries that have troubled us in 
recent years have been made inevitable by the laws that govern our 
defense organization. 

Parenthetically, I may observe that these rivalries, so common in 
the National Capital, are almost unknown in the field. Here in 
Washington they usually find expression in the services; congressional 
and press activities which become particularly conspicuous in struggles 
over new weapons, funds, and publicity. It is just such rivalries, I 
am convinced, that America wants stopped. 

+“ * * 
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Coming now to specific organizational changes, I want first to 
emphasize the vital necessity of complete unity in our strategic plan- 
ning and basic operational direction. It is therefore mandatory that 
the initiative for this planning and direction rest not with the separate 
services but directly with the Secretary of Defense and his operational 
advisers, the Joint Chiefs of Staff, assisted by such staff organization 
as they deem necessary. 

No military task is of greater importance than the development 
of strategic plans which relate our revolutionary new weapons and 
force deployments to national security objectives. Genuine unity is 
indispensable at this starting point. No amount of subsequent coordi- 
nation can eliminate duplication or doctrinal conflicts which are 
intruded into the first shaping of military programs. 

This unified effort is essential not only for long-range planning and 
decision which fix the pattern of our future forces and form the 
foundation of our major military programs, but also for effective com- 
mand over military operations. The need for greater unity today is 
most acute at two points—in the Office of the Secretary of Defense, 
and in the major operational commands responsible for actual combat 
in the event of war. 

Now as to the specifics of the revisions that I deem essential: 

1. We must organize our fighting forces into operational commands 
that are truly unified, each assigned a mission in full accord with our 
overall military objectives. 

This lesson, taught by World War II, I learned from firsthand 
experience. With rare exceptions, as I stated before, there can no 
longer be separate ground, sea, or air battles. 

Our unified commands (by which term I also include the joint and 
specified commands which exist today) are the cutting edge of our 
military machine—the units which would do the fighting. Our entire 
defense organization exists to make them effective. 

I intend that, subject only to exceptions personally approved by 
the Commander in Chief, all of our operational forces be organized 
into truly unified commands. Such commands will be established at 
my direction. They will be in the Department of Defense but separate 
from the military departments. Their missions and force levels will 
conform to national objectives. 

I expect these truly unified commands to go far toward realining 
our operational plans, weapons systems, and force levels in such 
fashion as to provide maximum security at minimum cost. 

Because I have often seen the evils of diluted command, I emphasize 
that each unified commander must have unquestioned authority over 
all units of his command. Forces must be assigned to the command 
and be removed only by central direction—by the Secretary of 
Defense or the Commander in Chief—and not by orders of individual 
military departments. 

Commands of this kind we do not have today. ‘To the extent that 
we are unable so to organize them under present law, to that extent 
we cannot fully marshal our armed strength. 

We must recognize that by law our military organization still 
reflects the traditional concepts of separate forces for land, sea, and 
air operations, despite a congressional assertion in the same law 
favoring “their integration into an efficient team of land, naval, and 
air forces...” This separation is clearly incompatible with unified 
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commands whose missions and weapons systems go far beyond con- 
cepts and traditions of individual services. 

Today « unified command is made up of component commands 
from each military department, each under a commander of that 
department. The commander’s authority over these component 
conmands is short of the full command required for maximum 
eificiency. In fact, it is prescribed that some of his command powers 
shall take effect only in time of emergency. 

I recommend, therefore, that present law, including certain 
restrictions relating to combatant functions, be so amended as to 
remove any possible obstacles to the full unity of our commands and 
the full command over them by unified commanders. 

This recommendation most emphatically does not contemplate 
repeal of laws prescribing the composition of the Army, Navy, 
Marine Corps, or Air Force. I have neither the intent nor the desire 
to merge or abolish the traditional services. This recommendation 
would have no such effect. But I cannot too strongly urge that our 
operational commands be made truly unified, efficient military 
instruments. Congressional cooperation is necessary to achieve 
that goal. 

2. We must clear command channels so that orders will proceed directly 
to unified commands from the Commander in Chief and Secretary of 
Def nse. 

The number of headquarters between the Commander in Chief and 
the Commander of eaca unified command must be kept at the very 
minimum. Every additional level courts delay, confusion of au- 
thority, and diffusion of responsibility. When military responsibility 
is unclear, civilian control is uncertain. 

Under existing practice the chain of command is diverted through 
the Secretaries and service chiefs of the military departments. The 
department with major responsibility for a unified command is desig- 
nated by the Secretary of Defense as “executive agent” for that 
command. The department’s Secretary functions through his chief 
of military service. 

So today the channel of military command and direction runs from 
the Commander in Chief to the Secretary of Defense, then to the 
Secretary of an executive agent department, then to a chief of service, 
and then, finaily, to the unified commander. In time of emergency, 
the Secretary of the executive agent department delegates to his 
service chief his authority over the strategic direction and conduct of 
combat onerations. Thus, ultimately the chief of an individual 
service issues, in the name of the Secretary of Defense, orders to a 
unified commander. 

The role of the Joint Chiefs of Staff in this process is to furnish 
professional advice and staff assistance to the Secretary of Defense. 

I consider this chain of command cumbersome and unreliable in 
time of peace and not usable in time of wer. Clearly, Secreteries of 
military departments and chiefs of individual services should not 
direct unified operations and therefore should be removed from the 
command channel. Accordingly, I have directed the Secretary of 
Defense to discontinue the use of military departments as executive 
agents for unified commands. 

To facilitate this effort I ask congressional cooperation. I request 
repeal of any statutory authority which vests responsibilities for 
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military operations in any official other than the Secretary of Defense. 
Examples are statutory provisions which prescribe that the Air Force 
Chief of Staff shall command major units of the Air Force and that 
the Chief of Naval Operations shall command naval operating forces, 

3. We must strengthen the military staff in the Office of the Secretary 
of Defense in order to provide the Commander in Chief and the Secretary 
of Defense with the professional assistance they need for strategic planning 
and for operational direction of the unified commands. 

For these purposes, several improvements are needed in the duties 
and organization of the Joint Chiefs of Staff. 

I consider the Joint Chiefs of Staff concept essentially sound, and 
I therefore believe that the Joint Chiefs of Staff should continue to be 
constituted as currently provided in law. However, in keeping with 
the shift I have directed in operational channels, the Joint Chiefs of 
Staff will in the future serve as staff assisting the Secretary of Defense 
in his exercise of direction over unified commands. Orders issued to 
the commands by the Joint Chiefs of Staff will be under the authority 
and in the name of the Secretary of Defense. 

I think it important to have it clearly understood that the Joint 
Chiefs of Staff act only under the authority and in the name of the 
Secretary of Defense. I am, therefore, issuing instructions that their 
function is to advise and assist the Secretary of Defense in respect to 
their duties and not to perform any of their duties independently of 
the Secretary’s direction. 

Under present law, the Joint Chiefs of Staff are provided a Joint 
Staff of not to exceed 210 officers. It functions under a Director 
selected by the Joint Chiefs of Staff with the approval of the Secretary 
of Defense. The Joint Chiefs of Staff assign duties to the Joint Staff 
which is managed for them by their Chairman. This Staff is sub- 
divided into a number of groups, each with equal representation of 
officers from the three military departments. In addition, there is a 
committee system whereby officers, representing each of the military 
departments, act on documents prepared by the staff groups before 
they are forwarded to the Joint Chiefs of Staff. 

These laborious processes exist because each military department 
feels obliged to judge independently each work product of the Joint 
Staff. Had I allowed my interservice and interallied staff to be 
similarly organized in the theaters I commanded during World War II, 
the delays and resulting indecisiveness would have been unacceptable 
to my superiors. 

With the operational channel now running from the Commander in 
Chief and Secretary of Defense directly to unified commanders rather 
than through the military departments, the Joint Staff must be 
further unified and strengthened in order to provide the operational 
and planning assistance heretofore largely furnished by staffs of the 
military departments. 

Accordingly, I have directed the Secretary of Defense to discontinue 
the Joint Staff committee system and to strengthen the Joint Staff by 
adding an integrated operations division. 

I ask the Congress to assist in this effort by raising or removing 
the statutory limit on the size of the Joint Staff. By authorizing the 
Chairman of the Joint Chiefs of Staff to assign duties to the Joint Staff 
and, with the approval of the Secretary of Defense, to appoint its 
Director, the Congress will also be helpful in increasing the efficiency 
of this important staff group. 
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I have long been aware that the Joint Chiefs’ burdens are so heavy 
that they find it very difficult to spend adequate time on their duties as 
members of the Joint Chiefs of Staff. This situation is produced by 
their having the dual responsibilities of chiefs of the military services 
and members of the Joint Chiefs of Staff. The problem is not new but 
has not yielded to past efforts to solve it. We need to solve it now, 
especially in view of the new strategic planning and operational bur- 
dens I have previously mentioned. 

I therefore propose that present law be changed to make it clear 
that each chief of a military service may delegate major portions of his 
service responsibilities to his vice chief. Once this change is made, 
the Secretary of Defense will require the chiefs to use their power of 
delegation to enable them to make their Joint Chiefs of Staff duties 
their principal duties. 

I have one additional proposal respecting the Joint Chiefs of Staff. 
It is needed to correct misunderstanding of their procedures. Present 
law provides that the Chairman of the Joint Chiefs of Staff shall have 
no vote. The fact is, neither do the other members, because they do 
not act by voting. I think it is wrong so to single out the Chairman. 
This provision should be repealed. 

4. We must continue the three military departments as agencies within 
the Department of Defense to administer a wide range of functions. 

Under the new command procedures I have described, the Secre- 
taries of the military departments will be relieved of direct responsi- 
bility for military operations. Thus, under the supervision of the 
Secretary of Defense, they will be better able to perform their primary 
functions of managing the vast administrative, training, and logistics 
functions of the Defense Department. The military departments will 
remain permanent agencies within the Department of Defense, and 
their Secretaries will continue to report to and be directly responsible 
to the Secretary of Defense. These Secretaries should concern them- 
selves with such vital tasks as bringing greater economy and efficiency 
to activities which support operational commands rather than with 
military operations themselves. 

The responsibilities of these Secretaries—each heading a depart- 
ment much larger than any executive department except the Depart- 
ment of Defense itself—are heavy indeed. In my judgment each of 
these Secretaries will continue to need the assistance of an Under 
Secretary and not less than two Assistant Secretaries. It should be 
possible, however, to eliminate at least one and perhaps two of the 
four Assistant Secretaries now authorized for each military depart- 
ment. The duties of these Assistant Secretaries should be left to the 
determination of each service Secretary rather than fixed by law. 

5. We must reorganize the research and development functions of the 
Department in order to make the best use of our scientific and technological 
resources. 

Our weapons systems 5 to 10 years hence will be the outgrowth of 
research and development which we conduct today. Until world 
tensions can be reduced by trustworthy agreements, we are unavoid- 
ably engaged in a race with potential enemies for new, more powerful 
military devices being developed by science and technology. In so 
critical a contest we must carefully balance our scientific resources be- 
tween military and civilian needs. I consider it particularly import- 
ant, therefore, that we improve the Defense Department’s organization 
for military research. 








AMENDMENT TO BUDGET AND ACCOUNTING ACT 53 


Later in this message I will recommend measures to strengthen the 
authority of the Secretary of Defense to administer other functions 
of his Department. Referring at this point only to research and 
development, I consider it essential that the Secretary’s control over 
organization and funds be made complete and unchallengeable. Only 
if this is done can he assure the most effective and economical use 
of the research and development resources of his Department. These 
processes are costly in money and skilled personnel; duplications are 
therefore doubly damaging. 

The Secretary must have full authority to prevent unwise service 
competition in this critical area. He needs authority to centralize, 
to the extent as he deems necessary, selected research and develop- 
ment projects under his direct control in organizations that may be 
outside the military departments and to continue other activities 
within the military departments. I anticipate that most research 
activities already under way would continue within the military 
departments. Such new undertakings as require central direction 
can be centralized with far less difficulty than projects already assigned 
to military departments. 

To give the Secretary of Defense the caliber of assistance he requires 
in the research area, 1 recommend that the new position of Director 
of Defense Research and Engineering be established in place of the 
Assistant Secretary of Defense for Research and Engineering. I 
believe his salary should be equal to that of the Secretaries of the 
military departments. He should rank immediately after the service 
Secretaries and above the Defense Assistant Secretaries. As the 
principal assistant to the Secretary of Defense for research and devel- 
opment, he should be known nationally as a leader in science and 
technology. I expect his staff, civilian and military, also to be highly 
qualified in science and technology. 

This official will have three principal functions: First, to be the 
principal adviser to the Secretary of Defense on scientific and technical 
matters; second, to supervise all research and engineering activities 
in the Department of Defense, including those of the Advanced Re- 
search Projects Agency and of the Office of the Director of Guided 
Missiles; and, third, to direct research and engineering activities that 
require centralized management. 

Further, it will be his responsibility to plan research and develop- 
ment to meet the requirements of our national military objectives 
instead of the more limited requirements of each of the military serv- 
ices. It is of transcendent importance that each of our principal 
military objectives has strong and clearly focussed scientific and 
technical support. 

With the approval of the Secretary of Defense, this official will 
eliminate unpromising or unnecessarily duplicative programs, and 
release promising ones for development or production. An especiall 
important duty will be to analyze the technical programs of the mili- 
tary departments to make sure that an integrated research and 
development program exists to cover the needs of each of the opera- 
tional commands. It will be his responsibility to initiate projects to 
see that such gaps as may exist are filled. In addition, the Director 
will review assignments by the military departments to technical 
branches, bureaus, and laboratories to assure that the research and 
engineering activities of the Defense Department are efficiently man- 
aged and properly coordinated. 
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1 would charge the Director, under the direction of the Secretary of 
Defense, with seeing that unnecessary delays in the decision-making 
process are eliminated, that lead times are shortened, and that a steady 
flow of funds to approved programs is assured. Only under this kind 
of expert, single direction can the entire research and engineering effort 
be substantially improved. In these various ways, he should help 
stop the service rive'ies and self-serving publicity in this area. 

. We must remc.. all doubts as to the full authority of the Secretary 
of Defense. 

The Secretary of Defense is accountable to the President and the 
Congress for efficient direction of the largest single activity in our 
Nation. We look to him for sound management of programs amount- 
ing to well over $40 billion a year—programs that gravely concern the 
survival of our country. Yet, his authority has been circumscribed 
and hedged about in a number of ways which not only make the 
burdens of his office far heavier than they need to be, but also work 
against the efficient and effective direction of national security ac- 
tivities which all Americans—and especially the Congress—rightly 
expect. 

The following areas in the Defense Establishment are especially in 
need of attention: 

(1) Appropriated funds; 

(2) The organization and distribution of functions; 

(3) Legislative liaison and public affairs activities; and 
Military personnel. 

I regard it as fundamental that the Secretary, as civilian head of 
the Department, should have greater flexibility in money matters, 
both among and within the military departments. I have already 
commented on the desirability of this authority in respect to research 
and development. It is desirable in other areas as well. Firmly 
exercised, it will go far toward stopping the services from vying with 

each other for congressional and public favor. 

Today most of our defense funds are appropriated not to the 
Secretary of Defense but rather to the military departments. The 
Secretary of Defense and the Comptroller of the Department of 
Defense may place certain limitations on the use of funds by the 
military departments. Yet they do not have sufficient directive 
authority over such expenditures. 

This method of providing defense funds has worked against the 
unity of the Department of Defense as an executive department of the 
Government. I strongly urge that in the future the Congress make 
appropriations for this Department in such fashion as to provide the 
Secretary of Defense adequate authority and flexibility to discharge 
his heavy responsibilities. This need is particularly acute in respect 
to his powers of strategic planning and oper rational direction. 

I have accordingly directed, in consonance with existing statutory 
provisions, that the ‘Department’s budget estimates for the 1960 fiscal 
year and thereafter be prepared and presented in a form to accomplish 
these ends. 

In addition to greater authority and flexibility in the administration 
of defense funds, the Secretary of Defense needs greater control over 
the distribution of functions in his Department. His authority must 
be freed of legal restrictions derived from premissile, prenuclear 
concepts of warfare. Various provisions of this kind becloud his 
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authority. Let us no longer give legal support so efforts to weaken 
the authority of the Secretar 

On this point the law iteell | invites controversy. On the one hand, 
the National Security Act gives the Secretary of Defense “direction, 
authority, and control” over his entire Department. Yet the same 
law provides that the military departments are to be “separately 
administered” by their respective Secretaries. This is not merely 
inconsistent and confusing. It is a hindrance to efficient adminis- 
tration. I do not question the necessity for continuing the military 
departments. There is clear necessity for the Secretary of Defense 
to decentralize the administration of the huge defense organization 
by relying on the military departments to carry on a host of essential 
functions. 

The contradictory concept, however, that three military depart- 
ments can be at once administered separately, yet directed by one 
administrator who is supposed to establish “integrated policies and 
procedures,” has encouraged endless, fruitless argument. Such pro- 
visions unavoidably abrade the unity of the Defense Department. 

An example in just one area—procurement and supply—is evidence 
of the kind of damage caused. is this area the “separately adminis- 
tered” concept, as well as the needless confusion over roles and mis- 
sions, impedes such techniques for increased efficiency and economy 
as the single manager plan, which would provide many of the benefits 
of a separate service of supply without its possible disrupting effects. 

I suggest that we be done with prescribing controversy by law. 
I recommend eliminating from the National Security Act such pro- 
visions as those prescribing separate administration of the military 
departments and the other needless and injurious restraints on the 
authority of the Secretary of Defense. I specifically call attention to 
the need for removing doubts concerning the Secretary’s authority to 
transfer, reassign, abolish, or consolidate functions of the Department. 

I anticipate that the Secretary of Defense and his Deputy will 
require, in addition to a Director of Defense Research and Engineering 
and various special assistants, seven Assistant Secretaries of Defense 
plus a General Counsel of equivalent rank. I conceive of these 
Assistant Secretaries as having full staff functions; that is, they are 
empowered to give instructions appropriate to carrying out policies 
approved by the Secretary of Defense, subject at all times to the right 
of service Secretaries to raise contested issues with the Secret tary of 
Defense. This is the usual concept of the powers of principal staff 
assistants. It is essential to the work of the Assistant Secretaries of 
Defense. 

I should add here that, with a view to reducing personnel and 
avoiding unnecessary interference with service activities, the Secre- 
tary of “Defense will critically review the operating methods of the 
various staffs in the Office of the Secretary of Defense. He will also 
review the interdepartmental committee structure within the Depart- 
ment in an effort to accelerate the entire decision-making process. 

Earlier I mentioned that a principal outlet for service rivalries is 
the public affairs and legislative liaison activity within each of the 
military departments. For many years I have attached the greatest 
importance to providing prompt and accurate information to Members 
of the Congress. I have the same viewpoint in respect to Sara 
information to the press and the public. But surely everyone wi 
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agree that personnel charged with such duties should not seek to 
advance the interest of a particular service at the expense of another, 
nor should they advance a service cause at the expense of overall 
national and defense requirements. Of this I am sure: We do not 
want defense dollars spent in publicity and influence campaigns in 
which each service claims superiority over the others and strives for 
increased appropriations or other congressional favors. 

I have directed the Secretary of Defense to review the numbers as 
well as the activities of personnel of the various military departments 
who engage in legislative liaison and public affairs activities in the 
Washington area. I have requested that he act, without impeding 
the flow of information to the Congress and the public, to strengthen 
Defense Department supervision over these activities and to move 
such of these personnel and activities as necessary into the Office of 
the Secretary of Defense. 

I have, in this connection, advised the Secretary of my desire that 
his principal assistant for legislative liaison be a civilian official. On 
the recommendation of the Secretary, I shall nominate a person as 
Assistant Secretary of Defense to perform those duties. An Assist- 
ant Secretary of Defense already holds the responsibility for public 
affairs activities. 

Finally, I believe we can strengthen unification by two actions in- 
volving military personnel. 

First, I am instituting a new personnel procedure for top-ranking 
officers. It is my belief that before officers are advanced beyond the 
two-star level, they must have demonstrated, among other qualities, 
the capacity for dealing objectively —without extreme service parti- 
sanship—with matters “of the broadest significance to our national 
security. Iam, therefore, instituting this new procedure: I will con- 
sider officers for nomination to these top ranks only on recommenda- 
tions of the Secretary of Defense submitted to me after he has re- 
ceived suggestions of the Secretaries of the military departments and 
the advice of the Joint Chiefs of Staff. I also will base my assign- 
ments of these officers to high command, staff, and departmental posi- 
tions on recommendations of the Secretary of Defense. I will, in re- 
assigning or removing them, follow the same procedure. 

I further believe that the Secretary of Defense should be author- 
ized to establish procedures for the transfer of officers between serv- 
ices, with the consent of the individual in each case. This authority 
is needed primarily in technical fields so that an officer especially 
qualified to contribute to the success of an activity of a sister service 
may be afforded an opportunity to do so without interrupting his 
service career. I would not limit this authority, however, to tech- 
nical fields. 

* * * 

At my direction the Secretary of Defense will shortly transmit to 
Congress draft legislation to carry out those items I have discussed 
which require legislative action. I urge the Congress to consider 
them promptly and to cooperate fully in making these essential 
improvements in our Defense Establishment. 

* * * 


Now in conclusion let us clearly understand that through these 
various actions we will have moved forward in many important ways. 
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We will have better prepared our country to meet an emergency 
which could come with little warning. 

We will have improved our military planning. 

We will have accelerated decisionmaking processes. 

We will have effectively organized our defense programs in the 
crucial fields of science and technology. 

We will have remedied organizational defects which have encour- 
aged harmful service rivalries. 

We will have improved the overall efficiency and unity of our 
great Defense Establishment. 

In our country, under the Constitution, effective military defense 
requires a partnership of the Congress and the Executive. Thus, 
acting in accord with our respective duties and our highest tradition, 
we shall achieve an efficient defense organization capable of safe- 
guarding our freedom and serving us in our quest for an enduring 


peace. 
Dwicat D. E1sENHOWER. 


Tue Wuirte Hovuss, April 3, 1958, 








58 AMENDMENT TO BUDGET AND ACCOUNTING ACT 


2d Session No. 371 


85TH CONGRESS } HOUSE OF REPRESENTATIVES | DocuUuMENT 





DEPARTMENT OF DEFENSE REORGANIZATION BILL OF 
1958 





COMMUNICATION 


FROM 


THE PRESIDENT OF THE UNITED STATES 


TRANSMITTING 


A DRAFT OF LEGISLATION ENTITLED “TO PROMOTE THE 
NATIONAL DEFENSE BY PROVIDING FOR REORGANIZATION OF 
THE DEPARTMENT OF DEFENSE, AND FOR OTHER PURPOSES” 


Aprit 16, 1958.—Referred to the Committee on Armed Services and ordered to 
be printed 


Tue Waite Hovss, 
Washington, April 16, 1958. 
The Honorable Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: Acting under my constitutional obligation to 
recommend to the consideration of the Congress such measures as I 
judge necessary and expedient, I transmit herewith the draft of a bill 
which would carry out the legislative recommendations on defense 
reorganization contained in my January 9 address to the Congress on 
the state of the Union and my special message of April 3. 

I recommend that the Congress enact a measure such as that set 
forth in the draft bill. It is designed “To promote the national 
defense by providing for reorganization of the Department of Defense 
and for other purposes.”’ I also transmit an analysis of the proposed 
bill. 

I call to your attention that the draft bill contains no provisions 
relating to the appropriation of funds to the Department of Defense. 
In my message of April 3, I stated it as fundamental that the Secretary 
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of Defense, as the civilian head of the Department of Defense, should 
have greater flexibility in money matters. The current method of ! 
a funds has worked against the unity of the Department. 

have directed that the Department’s budget estimates for the 1960 
fiscal year be prepared and presented in a form to provide the needed 
flexibility. Because this requires no change in law, the problem is 
not dealt with in the enclosed draft bill. 

In my message of April 3, I set forth the specific goals to be achieved 
through modernization of ‘the Defense Establishment. I call these 
objectives again to the attention of the Congress. In essence, they 
are as follows: 

First, the safety and the solvency of our Nation require prompt 
revision of certain aspects of the present Defense Establishment 
to bring it into accord with the necessities of our time. 

Second, onrushing technological advances in weapons and other 
devices of war demand that our defense organization have a 
posture ready to react unerringly and instantly to sudden attack. 

Third, the unprecedented costs of maintaining in peacetime a 
massive Defense Establishment demand the utmost economy and 
efficiency in all of its operations. 

Our goal must be maximum strength at minimum cost. 

To these ends, I have already directed certain improvements 
through administrative action. To carry out further improvements, 
legislation is needed. 

With respect for our highest traditions, and a clear awareness of 
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our respective duties, I urge that we join our efforts to achieve the 

effective defense we need. Let us act together that America may 

efficiently organize her strength to meet the demands of the future, . 
Sincerely, 


Dwiecut D. EIseENHOWER. 


A BILL To promote the national defense by providing for reorganization of the 
Department of Defense, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited 
as the ‘Department of Defense Reorganization Act of 1958”. 


AMENDING THE DECLARATION OF POLICY 


Src. 2. Section 2 of the National Security Act of 1947, as amended 

(50 U. S. C. 401), is further amended to read as follows: 
“Src. 2. In enacting this legislation, it is the intent of Congress to 
provide a comprehensive program for the future security of the 
United States; to provide for the establishment of integrated policies 
and procedures for the departments, agencies, and functions of the 
Government relating to the national security; to provide a Depart- 
ment of Defense, under the direction, authority, and control of the 
Secretary of Defense, to include as military departments the Depart- 
ment of the Army, the Department of the Navy (including naval 
aviation and the Marine Corps), and the Department of the Air 
Force; to provide for the unified direction of the three military 
departments under the civilian control of the Secretary of Defense 
but not to merge them; and to provide for effective strategic planning 
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and for unified direction of the armed forces through an efficient 
command structure but not to establish a single Chief of Staff over 
the armed forces nor an armed forces general staff (but this is not to 
be interpreted as applying to the Joint Chiefs of Staff or Joint Staff).” 


STRENGTHENING THE DIRECTION, AUTHORITY, AND CONTROL OF THE 
SECRETARY OF DEFENSE 


Sec. 3. (a) Section 202 (c) of the National Security Act of 1947, as 
amended (5 U.S. C. 171a (c)), is further amended as follows: 

(1) Paragraphs (1), (2), and (3) are repealed. 

(2) A new paragraph (1) is inserted to read as follows: 

“(1) Notwithstanding any other provision of law, the Secretary of 
Defense shall, with the approval of the President, establish unified or 
specified commands, and shall assign forces of the Department of the 
Army, Department of the Navy, and Department of the Air Force to 
such commands. Such commands are directly responsible to the 
President and to the Secretary of Defense for such missions as may be 
assigned to them by the Secretary of Defense, with the approval of the 
President. All forces not so assigned remain for all purposes in their 
respective departments. Under the direction of the Secretary of 
Defense, the military departments are responsible for the support of 
the forces assigned from their respective departments to such com- 
mands except as otherwise directed by the Secretary of Defense.” 

(3) Paragraph (4) is renumbered as paragraph ‘‘(2)” and amended 
to read as follows: 

(2) The Department of the Army, the Department of the Navy, 
and the Department of the Air Force are administered by their 
respective Secretaries under the direction, authority, and control of 
the Secretary of Defense.” 

(4) Paragraph (5) is renumbered as paragraph “(3)” and amended 
to read as follows: 

“‘(3) Within the policy enunciated in section 2, the Secretary of 
Defense shall take appropriate steps (including the transfer, reassign- 
ment, abolition, or consolidation of functions) to provide in the De- 
partment of Defense for more effective, efficient, and economical 
administration and operations, and to eliminate duplication. How- 
ever, no function which has been or is hereafter authorized by law to 
be performed by the Department of Defense, or any officer or agency 
thereof, shall be substantially transferred, reassigned, abolished, or 
consolidated until thirty days after a report in regard to all pertinent 
details shall have been made by the Secretary of Defense to the 
Committees on Armed Services of the Congress.” 

(5) Paragraph (6) is repealed. 

(b) Section 202 (d) of the National Security Act of 1947, as amended 
(5 U.S. C. 171a (d)), is further amended to read as follows: 

“(d) The Secretary of Defense shall prepare an annual report to 
the President for transmittal to the Congress on the operations of the 
Department of Defense and the agencies thereof.” 

(c) Section 2201 of title 10, United States Code, is repealed and 
the analysis of chapter 131 of title 10 is amended by striking out the 
following item: 
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‘2201. General functions of Secretary of Defense.” 


(d) Section 2351 of title 10, United States Code, is repealed and the 
analysis of chapter 139 of title 10 is amended by striking out the 
following item: 


“2351. Policy, plans, and coordination.” 


(e) Section 2302 (1) of title 10, United States Code, is amended by 
inserting the words “the Secretary of Defense, the Deputy Secretary 
of Defense, or the Director of Defense Research and Engineering;”’ 
after the word “‘means”’ 

(f) Section 2303 (a) is amended by renumbering clauses (1), (2), 
(3), (4), and (5) as clauses “(2)”, “(3)”, (4), (5), and «(g)”, 
respectively, and inserting the following new clause (1): 

“(1) The Department of Defense.” 


CLARIFYING THE CHAIN OF COMMAND OVER MILITARY OPERATIONS 


Sec. 4. (a) Section 3034 (d) (4) of title 10, United States Code, is 
amended to reed as follows: 

““(4) exercise command or supervision over such of the members 
and organizations of the Army as the Secretary of the Army 
determines, other than the members and organizations of the 
forces of the Army essigned by the Secretary of Defense to 
unified or specified commands under section 171a (c) of title 5;’ 

(b) Section 5081 (c) of title 10, United States Code, is amended to 
reed as follows: 

“(e) Under the direction of the Secretary of the Navy, the Chief 
of Naval Operations shall exercise command or supervision over such 
of the forees of the Navy and the Marine Corps as the Secretary of 
the Navy determines, other than the forces assigned by the Secretary 
of Defense to unified or specified commands under section 171a (c) 
of title 5.” 

(c) Section 5201 of title 10, United States Code, is amended by 
adding at the end thereof a new subsection (d) to read as follows: 

“(d) Under the direction of the Secretary of the Navy, the Com- 
mandant of the Marine Corps shall exercise command or supervision 
over such of the forces of the Marine Corps as the Secretary of the 
Navy determines, other than the forces assigned by the Secretary of 
Defense to unified or specified commands under section 171a (c) of 
title 5.” 

(d) Clause (5) of section 8034 (d) of title 10, United States Code, 
is ronumb:red ‘(4)” and amended to read as follows: 

“(4) exercise command or supervision over such of the mem- 
bers and organizations of the Air Force as the Secretary of the 
Air Force deter nines, other than the members and organizations 
of the forees of the Air Force assigned by the Secretary of De- 
fense to unified or specified commands under section 171a (c) of 
title 5;” 

(ce) Section 8034 (d) is amended by striking out clause (4) and by 
renumbering clauses (6) and (7) as clauses ‘‘(5)” and ‘(6)’, respec- 
tively. 

(f) (1) Section 8074 (a) of title 10, United States Code, is amended 
to read as follows: 
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“(a) The Air Force shall be divided into such organizations as the 
Secretary of the Air Force may prescribe.” 

(2) Subsections (b) and (c) of section 8074 of title 10, United States 
ae are repealed, and subsection (d) is redesignated as subsection 
«6( »)??, 

(zg) Section 3032 (b) (1) of title 10, United States Code, is amended 
to read as follows: 

“(1) prepare for such employment of the Army, and for such 
recruiting, organizing, supplying, equipping, training, serving, 
mobilizing, and demobilizing of the Army, as will assist in the 
execution of any power, duty, or function of the Secretary or 
the Chief of Staff;’” 

(h) Section 8032 (b) (1) of title 10, United States Code, is amended 
to read as follows: 

“(1) prepare for such employment of the Air Force, and for 
recruiting, organizing, supplying, equipping, training, serving, 
mobilizing, and demobilizing of the Air Force as, will assist in 
the execution of any power, duty, or function of the Secretary 
or the Chief of Staff;” 


CLARIFYING THE ORGANIZATION AND DUTIES OF THE JOINT STAFF 


Suc. 5. Section 143 of title 10, United States Code, is amended to 
read as follows: 


“§ 143. Joint Staif 


“(a) There is under the Chairman of the Joint Chiefs of Staff a 
Joint Staff selected by the Joint Chiefs of Staff with the approval of 
the Chairman. The Joint Staff shail be selected in approximately 
equal numbers from— 

“(1) the Army; 

(2) the Navy and the Marine Corps; and 

“(3) the Air Force. 
The tenure of the members of the Joint Staff is subject to the approval 
of the Chairman of the Joint Chiefs of Staff and, except in time of 
war, no such tour of duty may be more than three years. However, 
the Secretary of Defense may extend a member’s tour of duty for a 
further period of not more than one year, if the Secretary makes a 
special finding that the extension of that tour of duty is necessary in 
the public interest. 

“(b) The Chairman of the Joint Chiefs of Staff, with the approval 
of the Secretary of Defense, shall select the Director of the Joint 
Staff. The tenure of the Director is subject to the Secretary’s ap- 
proval and, except in time of war, no such tour of duty may be more 
than three years. The Director must be an officer junior in grade 
to each member of the Joint Chiefs of Staff. 

“(e) The Joint Staff and its Director operate under the manage- 
ment of the Chairman of the Joint Chiefs of Staff. The Joint Staff, 
under its Director, shall perform such duties as the Chairman of the 
Joint Chiefs of Staff, or the Joint Chiefs of Staff, may direct.” 
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AUTHORIZING THE DELEGATION OF DUTIES BY THE MILITARY 
SERVICE CHIEFS 


Sec. 6. (a) Section 3035 of title 10, United States Code, is amended 
by adding at the end thereof a new subsection (c) to read as follows: 

“(¢) The Vice Chief of Staff has such authority, responsibility, and 
duties with respect to the Department of the Army as the Chief of 
Staff, with the approval of the Secretary of the Army, may delegate 
to or prescribe for him. Orders issued by the Vice Chief of Staff in 
performing such duties have the same effect as those issued by the 
Chief of Staff.” 

(b) Section 5085 (b) of title 10, United States Code, is amended 
to read as follows: 

“(b) The Vice Chief of Naval Operations has such authority, 
responsibility, and duties with respect to the Department of the 
Navy as the Chief of Naval Operations, with the approval of the 
Secretary of the Navy, may delegate to or prescribe for him. Orders 
issued by the Vice Chief of Naval Operations in performing such 
duties have the same effect as those issued by the Chief of Naval 
Operations.” 

(c) Section 5202 of title 10, United States Code, is amended by 
adding at the end thereof a new subsection (c) to read as follows: 

“(¢) The Assistant Commandant has such authority, responsibility, 
and duties with respect to the Marine Corps as the Commandant, 
with the approval of the Secretary of the Navy, may delegate to or 
prescribe for him. Orders issued by the Assistant Commandant in 
performing such duties have the same effect as those issued by the 
Commandant.” 

(d) Section 8035 of title 10, United States Code, is amended by 
adding at the end thereof a new subsection (d) to read as follows: 

“(d) The Vice Chief of Staff has such authority, responsibility, and 
duties with respect to the Department of the Air Force as the Chief of 
Staff, with the approval of the Secretary of the Air Force, may delegate 
to or prescribe for him. Orders issued by the Vice Chief of Staff in 
performing such duties have the same effect as those issued by the 
Chief of Staff.” 


CLARIFYING THE ROLE OF THE CHAIRMAN OF THE JOINT CHIEFS OF STAFF 


Sec. 7. Section 141 (a) (1) of title 10, United States Code, is 
amended by striking out the words ‘‘, who has no vote”. 


REDUCING THE NUMBER OF ASSISTANT SECRETARIES OF MILITARY 
DEPARTMENTS 


Sec. 8. (a) Section 3013 (a) of title 10, United States Code is 
amended to read as follows: 

“(a) There are an Under Secretary of the Army and three Assistant 
Secretaries of the Army in the Department of the Army. They shall 
be appointed from civilian life by the President, by and with the advice 
and consent of the Senate.”’ 

(b) (1) Section 5034 of title 10, United States Code, is amended to 
read as follows: 
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**§ 5034. Assistant Secretaries of the Navy: appointment; duties 


“(a) There are three Assistant Secretaries of the Navy in the De- 
partment of the Navy. They shall be appointed from civilian life by 
the President, by and with the advice and consent of the Senate. 

“(b) The Assistant Secretaries shall perform such duties as the 
Secretary of the Navy prescribes.” 

(2) Section 5035 of title 10, United States Code, is repealed. 

(3) The analysis of chapter 505 of title 10, United States Code, 
is amended by striking out the following items: 

"5034. Assistant Secretaries of the Navy: appointment; duties; compensation. 
“5035. Assistant Secretary of the Navy for Air: appointment; duties; ec ™ 
pensation. 


and by inserting the following item in place thereof: 
‘5034. Assistant Secretaries of the Navy: appointment; duties.” 


(c) Section 8013 (a) of title 10, United States Code, is amended 
to read as follows: 

“(a) There are an Under Secretary of the Air Force and three 
Assistant Secretaries of the Air Force in the Department of the Air 
Force. They shall be appointed from civilian life by the President, 
by and with the advice and consent of the Senate.” 


PROVIDING FOR THE ADMINISTRATION OF RESEARCH AND DEVELOPMENT 
IN THE DEPARTMENT OF DEFENSE 


Sec. 9. (a) Section 202 of the National Security Act of 1947, as 
amended (5 U.S. C. 171a), is further amended by adding the following 
new subsection at the end thereof: 

“(j) Notwithstanding any other provision of law, the Secretary 
of Defense may perform, or may from time to time authorize any 
other officer, agency, or employee of the Department of Defense to 
perform, any function with respect to research and development 
authorized by law to be performed by any officer, agency, or employee 
of the Department of Defense.” 

(b) Section 203 of the National Security Act of 1947, as amended 
(5 U.S. C. 171c), is further amended by inserting after subsection (a) 
a new subsection (b) to read as follows: 

“‘(b) There shall be a Director of Defense Research and Engineering, 
who shall be appointed from civilian life by the President, by and 
with the advice and consent of the Senate. The Director performs 
such duties with respect to research and engineering as the Secretary 
of Defense may prescribe, including, but not limited to, the tollowing: 
(i) to be the principal adviser to the Secretary of Defense on scientific 
and technical matters; (ii) to supervise all research and engineering 
activities in the Department of Defense; and, (iii) to direct research 
and engineering activities that the Secretary of Defense deems to 
require ‘centralized management. The compensation of the Director i is 
that prescribed by law for the Secretaries of the military departments.’ 

(c) Subsections (b) and (c) of section 203 of the National Security 
Act of 1947, as amended (5 U.S. C.171c), are redesignated as 
subsections “(@)” and ‘‘(d)”’, respectively. 

(d) Section 171 (a) of title 10, United States Code, is amended by 
renumbering clauses (6), (7), (8), and (9) as clauses ‘‘(7)’’, “(8)”, “(9)”, 
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and ‘(10)”, respectively, and inserting the following new clause (6) 
after clause (5): 
“(6) the Director of Defense Research and Engineering;” 


REDUCING hue NUMBER OF ASSISTANT SECRETARIES OF DEFENSE 


Sec. 10. (a) Subsection (c) of section 203 of the National Security 
Act of 1947, as amended (5 U.S. C. 171c), as redesignated by section 
9 (c) of this Ac t, is amended as follows: 

(1) By striking out the word “three 
“seven” in place thereof. 

(2) By striking out the word “and” after the word “Navy,’ 

(3) By inserting the words “, and the Director of Defense 
Research and Engineering” after the words “Air Force.” 

(b) Section 3 of Reorganization Plan No. 6 of 1953 (67 Stat. 638) 
is repealed. 


” and inserting the word 


AUTHORIZING THE TRANSFER OF OFFICERS BETWEEN THE ARMED FORCES 


See. 11. Chapter 41 of title 10, United States Code, is amended 
as follows: 
(1) By adding the following new item at the end of the analysis: 
"716. Commissioned officers: transfers between Army, Navy, Air Force, and 
Marine Corps.” 
(2) By adding the following new section at the end: 


‘“‘$ 716. Commissioned officers: transfers between Army, Navy, Air 
Force, and Marine Corps 

“Notwithstanding any other provision of law, the President may, 
within authorized strengths, transfer any commissioned officer with 
his consent from the Army, Navy, Air Force, or Marine Corps to, 
and appoint him in, any other of those armed forces. ‘The Secretary 
of Defense shall establish, by regulations approved by the President, 
policies and procedures for such transfers and appointments.” 


SecrionaAL ANALYSIS OF THE Bitt To Promote tHe NATIONAL 
DREFENSE BY PROVIDING FOR REORGANIZATION OF THE DEPARTMENT 
oF DEFENSE, AND FOR OTHER PURPOSES 


Section 1 provides the short title: “Department of Defense Reorgan- 
ization Act of 1958’’. 

Section 2 rewrites the declaration of policy of the National Security 
Act of 1947, as amended, to conform to organizational changes effected 
by the draft bill. It recognizes the existence of the Department of 
Defense to include the Departments of the Army, Navy, and Air 
Force. It eliminates reference to “separately administered” military 
departments under the “authoritative coordination” of the Secretary 
of Defense. Reference to assigned combat and service components is 
deleted. However, the safeguards that the departments will not be 
merged and that a single Chief of Staff for the armed forces will not 
be established are retained. 

Section 3 is designed to oo ws certain panes contained in the 
President’s message to the Congress of April 3, 1958. This section 
deals with authorities of the Secretary of Defense. 
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(a) Section (a) amends section 202 (c) of the National Security 
Act of 1947, as amended: 

Clause (1) repeals paragraphs (1), (2), and (3), thereby 
eliminating restrictions on the oe of the Secretary of 
Defense regarding the transfer, reassignment, abolition, or 
consolidation of combatant functions assigned to the military 
services by law. Those paragraphs prohibit modification of 
combatant functions directly, by the transfer of personnel, 
or the expenditure of funds. 

Clause (2) sets forth a new paragraph (1) designed to pro- 
vide for the organization of unified or specified commands. 
The Secretary of Defense is directed to establish such com- 
mands, with the approval of the President, and to assign 
Forces of the Departments of the Army, Navy, and Air 
Force to them. The commands are directly responsible to 
the President and the Secretary of Defense. Missions are 
assigned to them by the Secretary of Defense, with the 
President’s approval. Forces not assigned to commands 
remain in their respec tive military departments. Under the 
direction of the Secretary of Defense, the military depart- 
ments are responsible for supporting their respective forces 
in the commands except as otherwise directed by the Secre- 
tary of Defense. By general usage, a unified command is 
one composed of forces from more than one military depart- 
ment; a specified command is one composed of forces from 
only one military department. 

Clause (3) amends paragraph (4) to remove the word 

‘separately” in stating that the military departments are 
meade d by their respective Secretaries under the 
direction, authority, and control of the Secretary of Defense. 
The paragraph is renumbered “(2)”. 

Clause (4) amends paragraph (5) and renumbers it “(3)”. 
As amended, it authorizes the Secretary of Defense to take 
appropriate steps to provide in the Department of Defense 
for more effective, efficient, and economical administration 
and operations, and to eliminate duplication. His steps may 
include the transfer, reassignment, abolition, or consolida- 
tion of functions. All steps must be within the policy 
enunciated in section 2, dealing with the declaration of 
policy. Thus, for example, be could not merge the military 
departments, remove naval aviation or the “Marine Corps 
from the Navy Department, or establish a single Chief of 
Staff over the Armed Forces, etc. Moreover, it is provided 
that no substantial transfer, reassignment, abolition, or 
consolidation of statutory functions can be effected until 30 
days after a report in regard to all pertinent details thereon 
shall have been filed by ‘the Sec retary with the Committees 
on Armed Services of the Congress. 

Clause (5) repeals paragraph (6). That paragraph states 
that no provision of the National Security Act shall be so 
construed as to prevent a Secretary of a military department 
or a member of the Joint Chiefs of Staff from presenting to 
the Congress, on his own initiative, after first so informing 
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the Secretary of Defense, any recommendation relating to 
the Department of Defense that he may deem proper. 

(b) Section (b) amends section 202 (d) of the National Security 
Act of 1947, as amended, to change from semiannual to annual 
the report of the Secretary of Defense to the Congress. 

(c) Section (c) and section (d) repeal sections 2201 and 2351 of 
title 10, United States Code, to eliminate recitations of vague 
responsibilities for coordination and planning originally prescribed 
for the statutory Research and Development Board and the Muni- 
tions Board in the National Security Act of 1947. Reorganiza- 
tion Plan No. 6 of 1953 abolished the Boards and transferred 
their functions to the Secretary of Defense. 

(d) Section (e) and section (f) amend sections 2302 and 2303 (a) 
of title 10, United States Code, to make clear that the Secretary 
of Defense, the Deputy Secretary of Defense, and the Director of 
Defense Research and Engineering are governed by the procedural 
requirements of chapter 137 of title 10 relation to such procure- 
ments as they are authorized to perform. 

Section 4 is designed to carry out the President’s recommendation 
to clear the command channels in the Department of Defense. It 
amends title 10, United States Code: 

(a) Sections (a), (b), (ce), (d), and (e) amend sections 3034 (d) 
(4), section 5081 (c), section 5201, and section 8034 (d) (5) to 
provide that the Chief of Staff of the Army, the Chief of Naval 
Operations, the Commandant of the Marine Corps, and the 
Chief of Staff of the Air Force shall each exercise command or 
supervision over such members and organizations of his armed 
force as his Secretary determines, other than the members and 
organizations of the forces assigned by the Secretary of Defense 
to unified or specified commands. Section 8034 (d) (4) is repealed 
and paragraphs (5), (6), and (7) of that section are renumbered 
“(4)”, “(5)”, and “*(6)”’. 

(b) Section (f) rewrites section 8074 (a) to state that the Air 
Force shall be divided into such organizations as may be pre- 
scribed by the Secretary of the Air Force. Subsections (b) and (c) 
of section 8074 are repealed, thus ending statutory prescription of 
the internal command structure in the Air Force. Subsection (d) 
is redesignated ‘‘(b)’’. 

(c) Section (gq) and section (h) amend sections 3032 (b) (1) and 
8032 (b) (1) relating to the duties of the Army Staff and the Air 
Staff to remove independent statutory authorities to prepare 
= for the national security. Such planning would henceforth 
9e performed by the Joint Chiefs of Staff using the support of the 
Joint Staff. 

Section 5 relates to the organization and duties of the Joint Staff. 
It amends section 143 of title 10, United States Code: 

(a) Section (a) removes the numbers limitation (210) on the 
Joint Staff. The tenure of members of the Joint Staff is limited 
to 3 years except in.:time of war. However, the Secretary may 
extend the tour of duty of a member for a further period of not 
more than 1 year upon a special finding that such an extension is 
in the public interest. 

(b) Section (6) authorizes the Chairman of the Joint Chiefs of 
Staff, with the approval of the Secretary of Defense, to select the 
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Director of the Joint Staff. The Director’s tenure is limited to 
3 years except in time of war. 

(c) Section (c) provides that the Joint Staff and its Director 
shall operate under the management of the Chairman of the 
Joint Chiefs of Staff and permits him to assign duties to the 
Joint Staff in addition to those assigned by the Joint Chiefs of 
Staff. 

Section 6 authorizes the performance by the Vice Chiefs of the 
military services of departmental authority, responsibility, and duties 
delegated to them by their Chiefs with the approval of the Secretaries 
of the military departments. It is intended to provide free time to 
the Chiefs for their duties as members of the Joint Chiefs of Staff. 
The following sections of title 10, United States Code, are amended: 

Section (a)—3035, Vice Chief of Staff of the Army. 

Section (b)—5085, Vice Chief of Naval Operations. 

Section (¢)—5202, Assistant Commandant of the Marine Corps. 

Section (d)—8035, Wice Chief of Staff of the Air Force. 

Section 7 amends section 141 (a) (1) of title 10, United States Code, 
by striking out the words “who has no vote” after the “Chairman” 
since, as the President stated in his message, the Joint Chiefs of Staff 
do not operate by vote. 

Section 8 reduces the a of Assistant Secretaries of military 
departments from 4 each to 3 each, and eliminates statutory duty 
assignments. It amends title 10, United States Code: 

Section (a)—Amending section 3013 (a)—Army 

Section (b)\—Amending section 5034—Navy; and repealing 
section 5035 (Assistant Secretary of the Navy for Air) 

Section (c)--Amending section 8013 (a)—Auzr Force. 

Section 9 sedan for the administration of research and develop- 
ment in the Department of Defense. 

(a) Section (a) adds a new subsection (j) to section 202 of the 
National Security Act of 1947, as amended. That section author- 
izes the Secretary of Deiense to perform, or from time to time 
authorize any other oflicer, agency, or employee of the Depart- 
ment to perform, any research and development functions author- 
ized by law to be performed by any officer, agency, or employee 
of the Department. 

(b) Section (6) amends section 203 of the National Security 
Act of 1947, as amended, to create the position of Director of 
Defense Research and Engineering to be appointed from civilian 
life by the President with Senate confirmation. He would per- 
form research and engineering duties cowrne by the Secretary 
of Defense, including, but not limited to, (i) to be the principal 
adviser to the Secretary of Defense on scientific and technical 
matters; (ii) to supervise all research and engineering activities 
in the Department of Defense; and (iii) to direct research and 
engineering activities that the Secretary of Defense deems to 
require centralized management. He would be paid at the rate 
of compensation of the Secretaries of the military departments. 

(ec) Section (c) redesignates subsections (b) and (c) of section 
203 of the National Security Act of 1947, as amended, to be 
subsections ‘‘(c)’’ and “‘(d),” respectively. 
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(d) Section (d) makes the Director of Defense Research and 
Engineering a member of the Armed Forces Policy Council under 
the provision of section 171 (a) of title 10, United States Code. 

Section 10 would reduce the number of Assistant Secretaries of 
Defense. 

(a) Section (a) and section (6) reduce the present number of 
nine Assistant Secretaries of Defense to seven. Currently, 3 are 
authorized by section 203 of the National Security Act and 6 by 
section 3 of Reorganization Plan No. 6 of 1953. Section (a) 
changes the “three” to “seven,” and section (b) repeals section 3 
of the reorganization plan. 

(b) Section (a) also gives precedence to the Director of Defense 
Research and Engineering next after the Secretaries of the mili- 
tary departments. 

Section 11 amends chapter 41 of title 10, United States Code, by 
adding a new section 716 to permit the President to transfer between 
the Armed Forces any commissioned officer with his consent. The 
Secretary of Defense shall establish, by regulations approved by the 
President, policies and procedures for such transfers and appointments. 
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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
COMMITTEE ON APPROPRIATIONS, 
Washington, D. C., March 21, 1987. 
Hon. CLARENCE CANNON, 
Chairman, Committee on Appropriations, 
House of Representatives, Washington, D. C. 

Dear Mr. CuHarrMAN: Pursuant to its assignment, the Temporary 
Subcommittee appointed for the purpose has carefully studied. the 
plan suggested by the executive branch to improve congressional 
control of the budget. The plan was given some consideration when 
first advanced in 1955 but circumstances precluded completion of 
consideration and report thereon at the time. 

We have gone into the details of the plan with the Secretary of the 
Treasury, through whom it was advanced, and the Director of the 
Budget. For reasons fully set forth in this report, we conclude that 
the plan as proposed is burdened with disadvantages and defects 
such as to render it impracticable and unworkable, and therefore 
would suggest the Committee on Appropriations take no further ‘ 
action on it. 

Incidental to the plan submitted, mention was made of the so-called | 
accrued-expenditure basis of stating appropriations in lieu of the 

resent obligation basis. This proposal was included in legislation 
ast year but failed of adoption at the insistence of the House. It is 
again under consideration in the Congress. The matter was pursued 
at some length in the hearings and, because of its important relation- 
ship to the business of the Committee on Appropriations, this report.. 
discusses its nature and dimensions and offers the view that the 
change shculd not be imposed on the appropriations process. 

Concerning generally the question of control of spending, we also 
call attention to the extent to which the annual appropriation bills 
fail to afford the Congress full opportunity for effective exercise of its 
will on the broad dimensions of Government spending. 

Respectfully, 
Grorce H. Manon, 
Chairman, Temporary Subcommittee, 
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ADMINISTRATION PLAN TO IMPROVE CONGRESSIONAL 
CONTROL OF THE BUDGET 


INTRODUCTION 


In June 1955, the Secretary of the Treasury submitted to the chair- 
man of the Committee on Appropriations a plan to change appro- 
priating procedures with view to improving congressional control of 
Feder of aenien and balancing the budget. On June 21, 1955, the 
chairman appointed a Temporary Subcommittee to study the plan. 
The subcommittee held hearings with Secretary Humphrey and 
Budget Director Brundage on July 13. Circumstances precluded 
completion of consideration and report thereon at the time. 

The Temporary Subcommittee was reappointed to further study 
the proposition. It was deemed unnecessary to hold further hearings. 
The earlier hearings have been printed and released. They include 
on pages 1-10 a complete reproduction of the plan advanced by 
the executive branch to change congressional procedures for proc- 
essing the budget. 


SUMMARY OF ExeEcuTIVE Branco PLAN 


The underlying premise of the plan advanced by the executive 
branch is expressed in the outline in the following language: 


Congress has been seeking a way to improve its control 
of Federal expenditures. It has tried, unsuccessfully, (a) the 
utilization of a joint committee to consider the President’s 
budget; (6) the fixing of an annual ceiling on expenditures; 
and (c) the adoption of an omnibus appropriation bill. 


Two difficulties in dealing with congressional control of spending 
are sam in the plan to be— 

The present piecemeal method of handling appropriation 
bills 

The span of time which elapses between the voting of appro- 
priations and the actual disbursements of funds. 

The plan suggests changes in congressional procedures dealing only 
with the method of handling appropriation bills. It does not deal 
with the second item, namely, the span of time between making of 
appropriations and the actual expenditure thereof. This latter item 
is a reference to the so-called annual accrued expenditure basis of: 
stating appropriations which was the subject of extended legislative 
consideration last year and, because of failure of adoption, is again 
under study by the le gislativ e committees. Because of its far- 
reaching effects on the work of the Committee on Appropriations and 
the appropriations process generally, our subcommittee examined 
into this question extensively. 
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The principal features of thé plan ate— 

1. Appropriation and revenue bills would be handled piece- 
meal in committee and on the floor as at present. 

2. Each bill reported from committee would be accompanied 
by up-to-date tabulations in the nature of a running scorecard, 
showing’ the current budget outlook and the effect of the accom- 
panying bill on budget results. 

3. Individual appropriation bills, upon signature by Presiding 
Officers of the two Houses, would be laid on the shelf for presen- 
tation to the President en bloc immediately upon final clearance 
of the last appropriation bill. 

4. Thereupon, a final tabulation would be made showing the 
effect upon the budget of all appropriation and revenue bills. 

5. Congress would adopt a rule providing for completion of 
action on all individual appropriation and revenue bills by June 1. 

6. Not later than early June, an “Amendatory Appropriation 
Bill” would be prepared by the Committee on Appropriations of 
the House and submitted for consideration as for any other bill. 
This bill would specify the deductions, if any, to be made from 
appropriations in the individual bills. The individual bills, 
however, would not themselves be changed. It is the plan that 
the two Houses would have 30 days in which to formulate and 
dispose of the amendatory bill. 


ANALYSIS OF THE PROPOSED PLAN 


Implicit in the plan is recognition that the present piecemeal ap- 
proach to appropriating for support of the Government has certain 
defects. The plan therefore seeks to accomplish the objectives of a 
“single package’? plan without actual consolidation in a single bill. 
The outline states: 


The procedure would accomplish the objectives of the 
Consolidated Appropriation Bill but at the same time would 
overcome the objections to such a bill. One of the principal 
features of the procedure is that accompanying each appro- 
priation or revenue bill would be an up-to-date statement 
showing the current budg®t outlook and the effect of each 
appropriation bill on budget results. This would assist 
Members of Congress in determining the possible effect of a 
pending bill on budget results before they cast their votes 
on the bill. 


Neither the formal plan nor supporting testimony of its advocates 
identify the “objections” to the once-tried “single package”’ bill for 
which the plan is offered as a substitute. 

It is the considered view of the subcommittee that the plan as out- 
lined is fraught with defects and disadvantages such as to render it 
impracticable. As a package, it will not work. The running score- 
card type of information, if its development and availability could 
be dovetailed with reporting-time schedules, would be interesting and 
informative, but otherwise nothing more than refinement of basic 
information readily at hand under present processes. It is not a 
panacea; it appears to be merely a procedural attachment to a far 
more basic proposition. 
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AMENDATORY APPROPRIATION BILL 


The proposed Amendatory Appropriation Bill is the heart of the 
plan. Any real results under the plan rest entirely on it. All other 
features of the plan are essentially ancillary. The description of the 
amendatory-bill procedure, while quite brief, displays some lack of 
understanding of the facts inherent in legislative procedures. As 
aforementioned, the several appropriation and revenue bills would 
be handled piecemeal exactly as at present except for inclusion 
(presumably in the accompanying report or general debate) of a 
running scoresheet on the then current budget outlook and effect 
of the pending bill on budget results. 

The President submits the budget in January of each year. It is 
the basic working document—the starting point of consideration—of 
the Committee on Appropriations. It contains the appropriations 
and other obligating authority requested. It reflects estimates of 
expenditures, estimates of revenue, and the resultant budget surplus 
or deficit. It clearly shows, in great detail, the trend of appropria- 
tions, spending, pi revenues proposed by the President. All this 
information, and the propositions from which it derives, are before 
the Congress and the country. Throughout consideration of indi- 
vidual bills under present procedures, the complete picture is before 
the committees and the Congress. If the budget proposes increased 
appropriations, increased spending, or continuation of prevailing tax 
rates, everybody knows it. If a deficit is budgeted, that fact is known 
from the outset. Moreover, as each bill is processed, simple arith- 
metic reveals currently how much is being cut from the obligational 
requests of the President. The Congress acts on each bill in light of 
all these facts. So it is wholly unrealistic to presume that mere 
injection of up-to-date scorecards on the current budget outlook 
along lines suggested would impart to legislative deliberations any 
information which reasonably could be expected to influence the 
ultimate outcome. And it is equally unrealistic to suggest that, after 
weeks and months of consideration and action by the committees and 
the two Houses, the membership would be inclined to follow a formal 
prescribed course calling for covering much of the same ground 
twice with the apparent objective, according to the plan, of laying 
out a set of reductions sufficient, as a minimum, to come within avail- 
able revenues if this has not previously been accomplished in the 
several bills. The basic fallacy of this suggestion is that, generally 
speaking, the form of the die will have already been cast. 

To formalize into the law and the rules a specific, continuing pro- 
cedure under which the Congress, by the very nature of the mechanics 
prescribed, undertakes to commit the legislative branch to a concen- 
trated budget-balancing and retrenchment effort year after year 
might, it would seem, tend to promote fiscal irresponsibility in the 
executive branch. There might well be a growth of the seeming 
tendency to let more spending proposals come forward in the budget 
when, with wide discretion and power in his own hands, the President 
is in position to withhold appropriation requests, reduce expenditures, 
and, make a balanced budget. The budget is by law his bud et, his 
responsibility. And the Director of the Budget, who reports directly 
to the President, has statutory authority to reduce the requests of the 
departments. The Congress has no authority to spend money appro- 
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priated for the executive branch; spending jurisdiction reposes ex- 
clusively in the executive branch. Spending proposals, once they 
see the light of day in form of budget estimate, atiract support and 
are more difficult to deny or hold down. Suppression at the source 
is: the beginning point. 

The purpose or intent here is not to suggest that under current 
processing procedures the budget requests should never be reconsidered 
after disposition of one or all the individual bills. To contend other- 
wise would be wholly incompatible with realities. A number of cir- 
cumstances, wholly unforseeable or insusceptible of being dealt with 
at a given time, may call for additional considerations and action 
not previously deemed necessary or appropriate. The dimensions of 
such .contingencies would normally dictate what action, if any, were 
necessary. 

The plan for the amendatory bill embodies other features failing to 
comport with realities. If, for instance, a primary reason for the 
final scoresheet showing a deficit or inadequate surplus were the 
failure to adopt adequate revenue measures otherwise thought to be 
necessary, would it logically follow, notwithstanding this, that the 
amendatory appropriation bill should nevertheless be prepared and 
processed? Would it not be manifestly unrealistic to impose on the 
Committee on Appropriations the specific burden of ‘‘bailing the 
situation out” after the House had previously debated, amended, 
and adopted appropriation bills originally presented by the committee? 


HOLDING INDIVIDUAL MONEY BILLS 


The plan proposes that each individual bill, upon final processing, 
be laid on the shelf and not delivered to the President until after-the 
last such bill has been disposed of. The necessity or advantage of 
this suggestion is not apparent, since under terms of the plan the 
individual bills would not literally be altered in.terms by the amend- 
atory bill. Funds provided in the individual bills do not become 
available for obligation until the beginning of the fiscal year, even 
when cleared and signed in advance thereof, and amounts finally 
available for individual programs would not be known until the amend- 
atory bill were disposed of. 


JUNE 1 DEADLINE 


The plan contemplates that Cengress would make appropriate pro- 
vision for clearance of all revenue and appropriation bills (except the 
amendatory bill) by June 1, to allow a month before start of the new 
fiscal year in which to process the amendatory bill. 

This is a laudable objective, but past experience is probably the 
best indication of how unrealistic it is. 


Accrurep EXPENDITURE Basis OF STATING APPROPRIATIONS 


As indicated, the plan suggests that one difficulty in dealing with 
congressional control of spending is the span of time between making 
of appropriations and actual disbursement thereof. While the plan 
itself does not deal with this matter, it was discussed extensively in the 
hearings because of far-reaching effects suggested changes in this 





SF =e Sy 


_——.” 


AMENDMENT TO BUDGET AND ACCOUNTING ACT 79 


respect would have on the budgetary and appropriations processes all 
along the line. It seems appropriate, therefore, especially since legis- 
lation on the subject is again under consideration in the Congress to 
call attention of members of the Committee on Appropriations to the 
nature and dimensions of the proposition. 

Pending legislation would, if adopted, require estimates of appro- 
riations to be stated on the so-called annual accrued expenditure 
yasis. Similar legislation failed of adoption last year at the insistence 

of the House. In its simplest terms, annual accrued expenditures 
means stating appropriations on the basis of goods and services 
expected to be received during the year regardless of when obligated 
for, or when used, or when paid for. Under present practice, appropri- 
ations are stated on an obligation basis. They convey both authority 
to obligate and authority to disburse. What constitutes an obligation 
is comprehensively defined in law. 

Stating appropriations on the accrued expenditure’ basis would 
require supplementation in the form of contract authority for many 
programs. Changing over to the new basis would in no wise alter the 
operating realities or needs of the vast and complex programs of the 
Government. If operating necessities require advance commitment 
or obligating authority to permit of orderly program management and 
execution under present budgetary procedures, they will require 
similar authority under the accrued-expenditure method. 

Contract authority is a workable device but not the most economical. 
It is an old and familiar friend to the Committee on Appropriations 
and the Congress. It was used extensively for many years. It has 
been found wanting. It was generally abandoned in appropriation bills 
back in 1951, although its use is growing in substantive legislative 
bills. Far from contributing to economy and retrenchment, it tends 
to the opposite effect. It ties the hands of the President and the 
Congress in making up and considering future appropriation budgets 
by introducing undesirable rigidities into the budget picture. It isa 
snare and a delusion. Its “appeal’’ is one of its principal defects. 
It is often viewed as ‘merely an authorization,” with the consequent 
tendency to pass over it more lightly, to fail to give it the same thor- 
ough examination as a direct appropriation. Psychologically, the 
situation can be likened to a charge account at the store—relativel 
easy to open because it is not necessary to have the cash in hand. 
Moreover, subsequent appropriation requests to pay the bills incurred 
under prior contract authority are frequently viewed as being beyond 
reach—the attitude that “we have no choice but to pay the bill.” 
That has been the practical effect of using it in many instances. 

Recommendations leading to the proposed accrued-expenditure 
method lay great emphasis on necessity of the Congress regaining 
control of the purse strings and in support thereof cite the billions of 
unexpended carryover balances of appropriations at the end of a given 
fiscal year. The import of the suggestion seems to be that adoption 
of the new method automatically imparts to the Congress closer con- 
trol of demands on the Treasury, with resultant substantial savings. 
It is true that large unexpended balances are in the hands of the 
departments each year and that in the annual appropriation bills the 
Congress does not now exercise direct annual control over their dnnual 
rate of disbursement. The magnitude of such balances is shown by 
the following figures taken from the budget for 1958, representing the 
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estimate of amounts on hand on July'1, 1957. And it is significant to 
note that such balances are by no means exclusively confined to 
“appropriation” balances: 


Obligated Unobli- 


gated 
Billions Billions 
EE a ee pivikendunddeamtage $34.3 $12.0 


2. Authorizations to expend from debt receipts.....................- 5.1 13.4 
Ee a ae 3 , 
5 








In the long range sense as distinguished from any particular fiscal 
year, too much emphasis is attached to the question of regaining 
congressional prev: roenn unexpended balances as a major answer to 
curtailing spending or avoiding deficits. It is a contention seemingly 
born of frustration. It is but one in a series of suggestions for bal- 
ancing the budget or reducing expenditures merely by ‘changing the 
system.” 

No funds whatsoever can be withdrawn from the Treasury save in 
consequence of valid authority granted by the Congress to first create 
an obligation in behalf of the Government. That is the beginning 
point in the budgetary process—the point of control—and it is the key 
to the situation. The most consistently accurate barometer to future 
spending levels is the dimensions of authority accorded by the Con- 
gress to enter into obligations on behalf of the Government. Denial 
of authority to obligate precludes a subsequent expenditure. Curtail 
the input of new appropriations (and other forms of obligating author- 
ity) and spending will come down. Grant authority to obligate and 
the expenditure inevitably will follow in due time. Many who advo- 
cate changing to the accrued expenditure basis of stating appropria- 
Com do not seem to fully appreciate or recognize this extremely simple 
truth. 

It is interesting to note that while the President in his recent budget 
message urged the Congress to give further consideration to pending 
legislation to place appropriations on the accrued expenditure basis, 
the booklet entitled, ‘“The Federal Budget (1958) in Brief,” recently 
issued by the Executive Office of the President, contains the following 
significant statement: 


Because obligational authority foreruns expenditures, 
it is necessary to exercise control over the amount of new 
authority voted for Government agencies in order to keep 
expenditures within receipts. If in any year the Govern- 
ment obligates itself to pay more money than it is receiving, 
it is courting future deficits. ; 


Carryover balances are pocketed in hundreds of separate appro- 
priation and other accounts on the books of the departments. They 
are ‘shown in detail throughout the budget. They vary in size from 
relatively insignificant amounts to billions of dollars. Regardless of 
size, determination of amounts of new obligating requests to be allowed 
requires concurrent consideration of the carryover in those programs 
where advance financing is necessary. .That is the general procedure 
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now followed by the Committee on Appropriations. In some in- 
stances only the unobligated portion is @ pertinent factor, while in 
others the obligated portion is of equal importance in the determina- 
tion. Such balances should be held to the absolute minimum, con- 
sistent with the varied needs of the individual program to which 
applicable. But so long as the scale of Federal programs remains of 
the present general magnitude carryover balances will coatings to exist 
in terms of billions and billions of dollars. 

However, the contention persists that adoption of the accrued 
expenditure method would result in substantial reduction of such 
balances and somehow bring about significant retrenchment. 

What would happen if the shift were made to the suggested basis 
of appropriating, as provided in pending legislation, would be the 
elimination of large unexpended appropriation balances (which, of 
course, is not cash in the Treasury) and substitution of large un- 
funded contract authorization balances. Under either system, the 
grant of authority to obligate the Treasury to future cash expendi- 
ture occurs at the outset. A fiscal system cannot change the operat- 
ing realities of the vast and complex programs of the Government or 
the point of time at which the necessities of the situation make a 
claim on the Treasury. Under either system, the large carryovers— 
and their will be similar large carryovers under both—will consist of 
(a) outstanding obligations and (b) unobligated amounts. Under 
either system, the die is cast as to eventual payment when the obliga- 
tion is created. On this important point of timing of the obligation 
to future payment, therefore, the proposition is essentially a distinction 
without a difference. The day of reckoning—the day of payment—is 
inevitable and, furthermore, the payment will normally occur at the 
same time under either system. Once the obligation or commitment 
sets the machinery in motion, the Congress can do little if anything 
"oo the day of cash payment. 

f course, the Congress could if it wished make reductions in 
carryover balances, but it should be under no illusions if it does so. 
And it can do so right now without changing the system. Several 
billions of dollars could be cut from new appropriations requested for 
1958 for such long lead-time items as ships, aircraft, missiles, etc., 
because the budget contemplates that not all of the new funds request- 
ed will be contracted and obligated in 1958. This situation arises 
from the generally prevailing practice of providing funds at the 
outset for the total estimated cost of a given item so that the Congress 
can clearly see, and have complete knowledge of, the full dimensions 
and cost when it is first presented for appropriation. An alternative 
would be to appropriate in the first year only the amount estimated 
to be ob'gated in that year, leaving to later years ‘installment 
appropriations” to complete the necessary funding. But this sort 
of partial funding tends to be less than fully informative and in effect 
somewhat misleading. An instance arose on one of the appropriation 
bills last year wherein an amendment in the order of $1,000,000 was 
adopted with ease to begin a project the ultimate cost of which 
will be in excess of $1,000,000,000. Had the initial appropriation 
been a billion dollars instead of a million dollars, the outcome may 
well have been different. 

For example, if the Congress provides funds in one fiscal year for a 
special project such as 1,000 aircraft or an atomic carrier, which will, 
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require a total of, say, three or four years for full completion and 
delivery, how can it correctly be said that Congress has “‘lost’’ control 
of the purse strings merely because all the money will not be obligated 
or expended — the first year of the project? The Congress 
exercised its control over the purse in approving the project and the 
funds for the project. Of course, under present procedures the Con- 
gress, if it later changes its mind, can take action to rescind funds or 
repeal the authorization. Moreover, if the ultimate cost proves to be 
less than the funds provided the unused portion can be canceled or 
applied to other purposes, and this is frequently done. 


CONCLUSION ON ACCRUED EXPENDITURE METHOD 


For these and related reasons, it is the view of the subcommittee 
that the accrued expenditure method should not be adopted. It has 
disadvantages and offers no improvement. This is not to infer that 
present methods and processes are perfect or the best. There may be 
a better way to present and process the Federal budget. The best 
system that can be devised ought to be employed, but the proposed 
accrued expenditure method is not it. The point is, there is no simple 
shortcut, no magic retrenchment device. No budgetary system has a 
built-in guaranty of economy or efficiency. 


Metuops or GrRantTING AvutTHority To OBLIGATE 


Apropos the question of regaining control of the purse strings, 
there is a widely held but mistaken impression that it is through the 
annual appropriation bills that all funds are made available for 
obligation and expenditure and that the annual appropriations process 
affords almost unlimited opportunity to reduce at will the drain 
on the Treasury. It does not always seem to be fully appreciated 
that today the annual appropriation bills afford, as a practical mat- 
ter, only somewhat limited opportunity or basis for the Congress 
to effectively exercise its will on the broad dimensions of Government 
spending. A substantial segment of new authority to obligate the 
Government is insulated from effective annual determination through 
appropriation bills by reason of such items as permanent appro- 
priations, permanent contract authorizations, authorizations to ex- 
pend from debt receipts, and specific formulae in various grant-in- 
aid and other programs in basic legislation beyond practics able reach 
of the annual congressional appropriations processes. Moreover, 
substantial amounts of authority to obligate, and even to actually 
: end, are granted in other than appropriation bills. Unfortunately, 

the practic e seems to be growing and, as it grows, basis for effective 
annual determination of expenditure levels is undermined and shrinks 
accordingly. The Congress cannot continue to place large segments 
of the budget beyond reach of annual determination without further 
seriously impairing the practical limits of exercise of effective control 
of the purse through the traditional means of appropriation bills. 
It may come as a surprise to many to know that while the last session 
of Congress was reducing the President’s requests for ‘‘appropriations”’ 
in appropriation bills by $257 million, it was at the same time, in 
other than appropriation bills, increasing the President’s requests 
for other types of obligating and spending authority about $1,736 
million. These types of authority result in expenditures from the 
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‘Treasury just as do expenditures from 
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t as “a eteete There is 
no difference in final effect. A list showing the makeup of the $1,736 


million increase follows: 


Funds appropriated to the President: Millions 
Investment in discharge of investment guaranty liabilities (authori- 
zation to expend from debt receipts). .__.....--...---------- $37. 5 


Independent offices: 
Veterans’ Administration, direct loans to veterans and reserves 
(authorization to expend from debt receipts) ___.._._..._.--_-- 150. 0 
Housing and Home Finance: 
Housing studies (contraet authorization) -__..._...._--_----__- 


College housing loans (authorization to expend from debt receipts) - 150. 0 
Investment in flood indemnity operations (authorization to expend 
SORE EDC FOREN) Bows ~ dh shen Rees aul oaks oh tae 400 0 
Department of Agriculture: 
CCC (authorization to expend from debt receipts)__......--.--- 500. 0 


Farmers’ Home Administration: 
Farm tenant mortgage insurance (authorization to expend 


SOOM OIE, VOORIIERD 8 6 og <5: cc ct lnecdn ie ait Sia & 9 

Farm housing (authorization to expend from debt receipts) __ 450. 0 
Department of Commerce: i 

Public land highways (contract authorization)__._..__-________- 2.0 

Forest highways (contract authorization) ......_....._...__--_-- 7.5 

Department of Interior: 

Park Service (contract authorization) __.____- aes pipltemray to totes 32. 0 

4 ——— 

eR oo etka ed oka aia oaexe do dans aoa aoe cater ae re 11, 736. 4 


) The total involved was $4,259 million, 


The practice continues to grow. Recent examples in point indicate 
the trend. The multi-billion-dollar Federal aid highway grant program 
figures have dropped from budget totals. The law actually appro- 
priates the receipts to a so-called trust fund for the next 16 years, 
to be obligated through contract authority, removing approximately 
$2 billion a year from determination in the annual appropriation 
process. In 1955, contract authority ($63 million a year for 3 years) 
for airport-construction grants was enacted in basic legislation for the 
first time. In the annual budget Congress is presented with the bill 
and has no choice but to grant the appropriation. These are examples 
cited here solely to show the trend without regard to merits of the 
programs themselves. 


AUTHORIZATION OF APPROPRIATIONS 


The basic foundation for an appropriation is a legislative authori- 
zation. No appropriation is in order under the rules unless for 
purposes previously authorized by law. Initial authorization of a 
program or project is therefore the true beginning point in the spend- 
ing process. If the program or project, whatever it may be, is not 
authorized by the Congress, then no appropriation is in order. But 
the facts are that each year new programs and projects are authorized, 
and old programs are often extended and expanded. In contrast, 
seldom are existing programs and activities deauthorized via the 
basic legislative route. Fiseally, the cumulative result is increasing 
demands on the Federal Treasury. And once undertaken, it is 
inherent in the nature of things that resistance more often than not 
comes to the fore when efforts are made to curtail, deny proposed 
expansion,.or eliminate. 
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HovuseE OF REPRESENTATIVES, 
Washington, D. C., July 7, 1958. 
Hon. Cart HAypDEN, 
Chairman, Senate Appropriations Committee, 
United States Senate. 


Dear CARL: H. R. 8002, I understand, is up for a hearing tomorrow afternoon 
before the Senate Appropriations Committee. 

I feel obliged to say to you that the bill as it stands would be a terrible liability. 
For instance, if a department bought on June 30 a dozen brooms, and the brooms 
were delivered the next day, they could not be paid for out of the appropriation 
for the fiscal year in which they were bought, and the department would have 
to go to the Congress for a supplemental appropriation. I am just using this 
simple little illustration to show how foolish the thing is. This “lapse” provision 
is on page 2, lines 9 to 11. 

I discussed this bill in the House on March 6, 1958, on pages 31738 to 3174 in 
the Record. The amendment that I offered would make it a constructive bill. 
The amendment which was adopted was a mess. 

The original bill was a mess because it would cost an enormous sum of money 
to provide annually for contract authorizations for which no money would 
be provided of any account, and there would be no clear understanding on 
the part of the Congress of the amount of money that was going to be required 
to meet them. If the attempt were made to appropriate funds available year 
after year, as was attempted in the amendment which was adopted to 8002 be- 
eause it did not have any contract-authorization provision, there would be no 
right on the part of the administration to let a contract, because the departments 
are not allowed to let a contract until all the funds are available to it for obliga- 
tion, and in this way they would not be available. 

I submitted an amendment. The amendment was simple, and it would 
change the language so that we would have some control over appropriations 
from year to year and they could not get out of hand. I am enclosing a copy 
of the proposed amendment that I offered for your information. 

I hope that, if the Senate committee does try to report anything on it, you 
will do away with the contract-authorization provision, and you will make 
provisions for the things that I provided in my amendment, because I think 
they are very necessary for a proper approach to the problem of unexpended 
and unobligated balances. 

Actually, the bill would only apply to the Defense Department and to the 
operations of the foreign aid. It would create untold confusion and additional 
cost in handling the accounting and the contracting for all of these things, 
and I do not believe that it would be possible for the Government to be operated 
advantageously with those handicaps. 

I have had many letters from business people who have these contracts with 
the Government who would be worried as to whether or not they would ever 
get their money or whether or not they would pessibly get it in time so as to 
meet the obligations which they have to incur in making delivery on their 
contracts. In other words, they would be worried about the redtape which would 
be required by 8002. It would require setting up an elaborate accounting 
system. 

Very sincerely yours, 
JOHN TABER. 


FEBRU ARY 28, 1958. 
AMENDMENT To BF OFFERED BY Mr. TABER TO H. R. 8002 


Strike out all after the enacting clause and insert in lieu thereof the following: 
“That section 201 of the Budget and Accounting Act, 1921, as amended, is further 
amended by adding the following new subsection : 

“*(b) Each department and establishment of the Government to which an 
appropriation is made shall annually submit to the Bureau of the Budget a justi- 
fication for the continued availability of such funds and the President, in his 
annual budget message or supplemental messages, shall transmit to Congress 
his recommendations for action in the event he desires such availability to be 
continued. and, if so, in what manner and for what purpose.’ 

“Sec. 2. (a) It shall be in order to include in appropriation bills, or in amend- 
ments thereto, provisions repealing or limiting the availability of funds referred 
to in section 201 (b) of the Budget and Accounting Act of 1921, as amended. 
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“(b) The provisions of subsection (a) of this section are enacted by the 
Congress— 

“(1) as an exercise of the rulemaking power of the Senate and the House 
of Representatives, respectively, and, as such, they shall be considered as 
part of the rules of each House, respectively, or of that House to which they 
specifically apply; and such rules shall supersede other rules only to the 
extent that they are inconsistent therewith ; and 

“(2) with full recognition of the constitutional right of either House to 
change such rules (so far as relating to the procedure in such House) at 
any time, in the same manner and to the same extent as in the case of any 
other rule of such House.” 


CEILING ON EXPENDITURES 


Chairman Haypen. As I understand the proposals in the bill before 
us, H. R. 8002, as it passed the House, the idea is to fix a ceiling on the 
amount which can be expended from the Treasury in any 1 fiscal year 
as a result of appropriation acts by placing limitations or ceilings in 
each appropriation act on each individual line item of appropriation. 

Apparently, this bill is quite controversial and, therefore, our record 
should be as complete as possible. The committee should have the 
benefit of the views of those individuals who are most familiar with 
the different proposals. Several points have been brought to my 
attention with respect to the bill, which I will enumerate and upon 
which the witnesses may comment. 

These points and the questions are not necessarily mine, but, since 
they have been called to my attention as chairman, it would seem 
advisable that the witnesses be given an opportunity to express their 
views on them. 


AUTHORIZATIONS OTHER THAN BY APPROPRIATION 


1. In addition to a procedure for appropriation bills as provided 
in H. R. 8002, there are other means of authorizing expenditures from 
the Treasury which would not be covered by the bill before us. 

For example: (1) Authorizations to expend from public debt re- 
ceipts; (2) contract authorizations; (3) revolving and management 
funds; and (4) permanent appropriations. 

For the fiscal year 1959, these authorizations comprise approxi- 
mately $10 billion out of the $72.4 billion in new obligational author- 
ity requested by the President, or approximately 14 percent. There 
would be no expenditure limitations on these items under the bill be- 
fore us. The question is whether there is any effective way to place 
such expenditures under complete control. 


RECOMMENDATIONS OF PRESIDENT TO PROVIDE FLEXIBILITY TO SECRETARY OF DEFENSE 


2. The President’s budget message to Congress dated January 13, 
1958, on page M55 of the budget document for fiscal year 1959 reads: 

Legislation now pending before the Congress to place Government appropria- 
tion requests on an accrued expenditure basis should be enacted, in accordance 
with the recommendations of the Hoover Commission. 

In the President’s message to Congress dated April 3, 1958, trans- 
mitting recommendations relative to our entire Defense Establish- 
ment, House Document No. 366, it is recommended, among other 
things, that the Congress make appropriations for the Defense De- 
partment in such fashion as to provide the Secretary of Defense with 
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adequate authority and flexibility in the discharge of his heavy re 
sponsibilities. The President stated he had directed that the Depart- 
ment’s budget estimates for fiscal year 1960 and thereafter be prepared 
and presented i in a form to accomplish these ends. 

Again in his message to the House dated April 16, 1958, propos- 
ing a draft of legislation on the Defense Department reorganization, 
House Document 371, the President states it is fundamental that the 
Secretary of Defense, as the civilian head of the Department of De- 
fense, should have greater flexibility in money matters. 

The budget document for fiscal year 1959 on page 515 contains the 
following language recommended for inclusion in the Defense De- 
partment appropriation bill, fiscal year 1959: 

Secrion 631. At such times during the current fiscal year as the President 
shall deter mine that such action is necessary in the interests of national se- 
curity, he is authorized to transfer, between any appropriations, funds, or 
authorizations available for military functions, not to exceed $2 billion in such 
amounts, et cetera. 

It would be helpful if the committee could be enlightened with re- 
spect to a reconciliation of these different recommendations. 


EXPENDITURE LIMITATIONS 


3. In order to implement the bill which passed the House, appar- 
ently it will be necessary to place expenditure limitations on several 
hundred line items of appropriation contained in the appropriation 
bills. 

Tf the legislation as proposed in the House bill had been in effect 
during the fiscal year 1958, what would have been the effect of laws 
authorizing advance procurement and retroactive pay upon the pre- 
viously ests ablished expenditure limitations ? 

Would the establishment of the accrued expenditure system require 
more or less clerical work in order to conform to the limitations in 
the appropriation bills ? 

Would further clerical work be required in the event of the enact- 
ment of such general laws as retroactive pay which apparently would 
change the expenditure limitations? 

4. In instances where goods and services which are expected to be 
delivered by June 30 were not actually delivered until the subsequent 
fiscal year, what action would be required in order to pay the con- 
tractor? Would it be necessary in each instance to obtain in a sup- 
plemental appropriations bill a provision providing for an increase 
in the accrued expenditure limitations estimated for the following 
fiseal vear ? 

8. 4234 LANGUAGE 


Senator Kennedy has recommended to the committee that the lan- 
guage in his bill, S. 434, be substituted for the language in H. R. 8002. 
There are cuestions which have been brought to my attention about 
his bill and the record should also be as complete as possible on S. 434. 

In recommending the enactment of S. 434, the Senate Committee 
on Government Operations stated in its report that the purpose of the 
bill is: 
to provide that estimates for proposed appropriations of the executive agencies 


of the Government shall, where appropriate, be determined on an annual accrued 
expenditure basis. 
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ANNUAL ACCRUED EXPENDITURE BASIS 


It would be helpful if a witness would tell the committee just what 
is meant by the “annual accrued expenditure basis,” and how it differs 
from the present obligation system. 

6. Section 1 (b) of S. 434 reads as follows: 

It is the sense of the Congress that revisions in presentation of budget esti- 
mates and estimates for deficiency and supplemental appropriations are essential 
in order to provide a more informative basis for the enactment of appropriations 
by the Congress, to reduce or eliminate the large carryover balances of appro- 
priation from 1 fiscal year to another, and to bring about economy in Govern- 
ment expenditures. It is, therefore, the policy of Congress that estimates for 
proposed appropriations will be determined on an annual accrued expenditure 
basis. 

Assuming that this provision was enacted into law, the committee 

Assuming that thi ted into | tl mmittee 
would like to know what type of information would be available to 
the Congress that is not available under the present system, in view 
of the present authority that exists for the establishment of the most 
informative type of acc ‘ounting system. 


ELIMINATION OF CARRYOVER BALANCES 


7. If carryover balances of appropriations were eliminated or re- 
duced, is it not true that a comparable carryover of unobligated or un- 
liquidated contract authority would result? The committee would 
like to have comments from the witnesses on this subject. 


ADAPTABILITY OF ANNUAL ACCRUED EXPENDITURE SYSTEM 


&. Section 1 (c) of S. 434 reads as follows: 


The amount of proposed appropriations referred to in sections 201 (a) and 
203 of this act shall, to the maximum extent deemed desirable and practicable 
by the President, be determined on an annual accrued expenditure basis. 

Does not this provision leave it to the discretion of the President as 
to what appropriations shall be submitted on the annual accrued ex- 
penditure basis? Apparently everyone would agree that the annual 
accrued expenditure system would be adaptable | to those appropria- 
tions which involve long lead-time procurement, such as the acquisition 
of submarines and aircraft, and the constr uction of public works proj- 
ects such as buildings, roads, and dams. However, there appears to be 
some question as to whether that system would be adaptable to the 
numerous annual appropriations such as “Salaries and expenses, Office 
of the Secretary of the Interior.” 

The committee would like to know if the proponents of the bill con- 
sider it practicable and desirable to adopt the annual accrued expend- 
iture system to such very numerous annual appropriations? 


ADDITIONAL RESPONSES REQUESTED 


This committee is under heavy pressure to complete its work on the 
appropriation bills so that there is only a limited time in which to take 
testimony relative to the bills H. R. 8002 and S. 434. The witnesses 

may not have accurate information at hand to properly respond to the 
several questions that I have propounded. 

It will, therefore, be agreeable to the committee for any or all of 
them to include in the transcript of their testimony of today any addi- 
tional responses that they may care to make. The same privilege is 
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also extended to those who may desire to file statements for insertion 
in the record by not later than 5 o’clock tomorrow evening. 

I sincerely regret that the committee cannot hear from any others 
than Senator Kennedy, the Parliamentarian of the Senate, the As- 
sistant Director of the Bureau of the Budget, Mr. Merriam, and Mr. 
McNeil, the Assistant Secretary of the Department of Defense. 

I will include in the record at this point a letter Hon. Herbert 
Hoover has written to me with respect to H. R. 8002, and the Senate 
bill. 

I have received a statement from the Citizens Committee for the 
Hoover Report which will also be included in the record at this point. 

(The material referred to follows :) 


THE WaLporr AsSTorIA TOWERS, 
New York, N.Y., July 2, 1958. 
Hon. Cart HAYDEN, 
The United States Senate, 
Washington, D.C. 

My Dear SENATOR: It is good to know that your committee is working to 
straighten out the delay on H. R. 8002 and get the bill back to the Senate by 
July 11. 

In their essence both the Senate and House bills are workable from the Com- 
mission’s point of view. I feel sure that an effective measure can be worked out 
without doing violence to Senate rules. 

The key to firmer congressional control of the purse is, it seems to me, clear 
and careful annual review of expenditures. 

Yours faithfully, 
HERBERT HOOVER. 


CITIZENS COMMITTEE FOR THE HOOVER REPORT, 
Washington, D. C., July 8, 1958. 
Hon. CARL HAYDEN, 
Chairman, Committee on Appropriations, 
United States Senate, Washington, D. C. 

DEAR SENATOR HAYDEN: The citizens committee respectfully urges that the 
Senate Committee on Appropriations act favorably to cause Federal budgeting 
to be controlled by the principles of accrued annual expenditures and require 
annual review of Federal spending programs. 

Before your committee is H. R. 8002, the measure which was passed by the 
House of Representatives. Also, you will be familiar with S. 484 which was 
passed by the Senate on June 5, 1957, having been sponsored by Senators Ken- 
nedy, Payne, Byrd, and 47 of their colleagues, including from among your own 
committee the following 13 Senators: Bridges, Chavez, Dirksen, Holland, Ives, 
Magnuson, McClellan, Mundt, Potter, Robertson, Saltanstall, Mrs. Smith, and 
Thye. Mrs. Smith’s bill, 8. 316, was in fact, introduced somewhat prior to S. 
434. 

There has been considerable discussion of the divergencies in these two meas- 
ures—S. 434 as it passed the Senate and H. R. 8002 as it passed the House. We 
would like to set forth a description of the two measures, feeling sure that your 
committee will agree with us that the two measures would, as budget Director 
Brundage has pointed out, “accomplish substantially the same result.” 


S. 343 AND H. R. 8002 


The pertinent Hoover Commission recommendation upon which these bills 
are based is recommendation No. 7 of the report on budgeting and accounting: 

“That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for goods and services 
to be received.” 

Both bills would put that recommendation into effect, although the two bills 
differ as to the means by which it would be done. 

Under 8S. 434, the present method of making appropriations in a budget year 
for not only the goods and services to be received in that year but for long lead 
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procurement for goods and services to be delivered in subsequent years, would 
be replaced by— 
(a) An appropriation for the budget year representing the goods and 
services to be delivered in that year; and 
(b) Contractual authority for goods and services to be ordered in that 
year but not delivered or rendered until subsequent years. 

Under H. R. 8002, the present method of making appropriations would, in 
effect, remain the same. However, there would be a limitation in each appro- 
priation which would control the amount of goods and services to be received in 
the budget year. 

In other words, appropriations would be controlled on an annual basis under 
the limitation procedure, and in addition orders for long lead time procurement 
could be placed under the appropriation similar to the method of placing orders 
under contractual authority as contemplated by 8S. 434. 

An additional feature of the measure which passed the House, is that it 
would make it possible for the Congress to include, in appropriation bills, 
amendments, recisions, or transfers of appropriations previously made without 
such provisions being subject toa point of order.’ 

The procedures under both bills would be similar. They would bring about 
what the Hoover Commission had in mind, namely, annual control of Govern- 
ment programs and a systematic annual review with positive action to be taken 
by the Congress each year in the review of orders placed for long lead time 
procurement. In the opinon of this committee the two bills would have prac- 
tically the same result and are virtually equal as to substantive effect. 

In other words, it is our belief that the two measures would reach the same 
objective, although by different routes. This viewpoint would appear to be 
Shared by many leading authorities who have studied the matter and endorsed 
both bills—specifically, the President of the United States, the Budget Director, 
the Secretary of the Treasury, the American Institute of Certified Public 
Accountants, former President Hoover, and the Chairman of the Commission’s 
professional task force, J. Harold Stewart. 

The citizens committee does not presume to advise a committee of your vast 
experience as to exactly what form legislation should take in a matter in which 
you are so expert. It would seem to us that the important thing is to put into 
effect the principle of budgeting on an accrued annual expenditure basis. 

We believe that public sentiment overwhelmingly favors this measure’s prin- 
ciples. It has twice passed the Senate without dissent. It was passed by the 
House by a vote of 311 to S87. Scores of national organizations favor the measure, 
and the Nation’s press has almost unanimously supported it editorially. In this 
latter connection, appendix A hereto is a sampling of the nationwide views of 
the press regarding this legislation. 

It would be our hope that your committee could take favorable action on this 
matter. 

Respectfully yours, 
CLARENCE FRANCIS. 


APPENDIX A. EprrortAL COMMENT FAVORING ACCRUAL BUDGETING 


Los Angeles Examiner: “In effect, the idea is to have the annual budget actually 
represent expenditures. This would end the wasteful system whereby Congress 
never really knows who’s spending what money in what year.” 

Harrisburg (Pa.) Evening News: “This is another opportunity for the painless 
sort of economy that results from increased efficiency and not from wanton 
slashes in needed programs. It is an opportunity that should not be missed.” 

Cleveland Plain Dealer: “The only reasons in opposition that carry much 
weight are that long-term programs, especially in defense, might be stalled by 
congressional review, and that the change would not provide as great economies 
as the supporters aver. On the first point, Congress has lived up to its responsi- 
bilities in providing defense money and we can’t imagine that it won’t in the 
future. On the second point, any savings will be worthwhile.” 

New York Times: “If Congress is really serious about controlling expenditures 
and is willing to take the responsibility that goes with this power it will pass 

1The citizens committee recognizes that this provision, while substantively desirable, 
would require considerable changes in long-standing Senate rules, a matter outside of our 


committee’s charter and competence. It is the committee’s hope that the principle here 
involved could be given effect without doing violence to the rules. 
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this bill, which has the endorsement of the President, many leading Members of 
Congress and thoughtful private citizens.” 

Springfield (Mass.) Union: “And regardless of savings it also seems obvious 
that Cognress should be supplied with better tools for keeping close tabs on the 
biggest annual business in the world.” 

Manchester (N. H.) Union Leader: “It’s about time the Federal Government’s 
financial structure was placed on a sound accounting basis.” 

Torrington (Conn.) Register: “If there is concern over the effect of Govern- 
ment spending under a $72 billion budget, then the theoretical possibility of 
Federal departments in any one fiscal year pouring out an additional $70 billion 
in Federal funds should compound the apprehension.” 

Boston American: “The chief reason for the opposition, as nearly as we can 
gather, is that a budgeting system that has worked so badly in the past ought to 
have the chance to work as badly in the future. Personally, we don’t consider 
it a sound principle to let bad enough alone.” 

Cincinnati Enquirer: “It is difficult to see how any member can justify a refusal 
to support this conscientious effort to reduce the huge cost of Government.” 

Cincinnati Post: “Well, you taxpayers who would like to have the Government 
take a little less of your money can do something about it—just tell your Congress- 
man you want him to vote for the Payne-Kennedy bill. He'll know what you 
mean.” 

New York Daily News: “It will be a shame if one of the really precious fruits 
of the Hoover Commission is permitted to rot unharvested at this session.” 

Wall Street Journal: “The most important point in favor of the bill is that 
the present budgetary procedures are a wasteful mess. The measure may not be 
ideal—what is in this world ?—but it is a useful step.” 

Washington Daily News: “This bill wouldn’t take from Congress a control 
it no longer enjoys—it would restore it.” 

San Francisco Examiner: ‘We recommend to taxpayers that it is very much 
in their interest and in the interest of sound Government economy to let their 
representatives know they want this bill passed.” 

Miami (Fla.) Sunday News: “This reform is so simple, so needful, so impor 
tant, why should there be any opposition to it?” 

Trenton (N. J.) Evening Times: ‘“‘New Jersey residents have a stake in the 
adoption of H. R. 8002. It can mean less taxes at a time when every dollar of 
taxes involves a little pain.” 

Salt Lake Tribune: “I: economy in Government is ever to be achieved, Con- 
gress must first regain the power of the purse.” 

Boston (Mass.) Record: “This bill is opposed by some Republicans and Demo- 
cerats who relish the confusion with which they are familiar.” 

Bridgeport (Conn.) Post: “The advantages of this system are so obvious, we 
cannot understand why any Congressman would oppose the measure. It is sound, 
systematic, intelligent, economical, and democratic.” 

St. Louis Globe-Democrat: “The resultant savings in tax ftnds could well 
exceed the economies of $5 billion predicted for adoption of the entire Hoover 
report.” 


STATEMENT OF SENATOR KENNEDY 


Chairman Haypren. Senator Kennedy is unable to be with us this 
afternoon, so I will insert his prepared statement into the record. 
(The statement referred to follows :) 


STATEMENT OF SENATOR JOHN F’.. KENNEDY ON H. R. 8002 


I appreciate the opportunity you have provided me to comment upon this bill. 
It implements one of the most important recommendations of the Second Hoover 
Commission. Its purposes has been approved by the President, the Secretary 
of the Treasury, the Budget Bureau, and the General Accounting Office. It 
changes the method of stating budzet estimates to give both the executive depart 
ment and the Congress a better understanding and control of expenditures. 
When adopted, the budget will hecome a modern accounting device—a useful tool 
to control expenditures. It will no longer be an antiquated system whose pur- 
pose seems to be to deny: information and supervision to the responsible au- 
thorities. 
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Never before in our peacetime history have we had such large budgets. Never 


‘pefore in our peacetime history have we had such large carryovers from year 


to year. The 1958 budget carries requests for appropriations and other obli- 
gating authority totaling over $73 billion. Almost an equal amount, or some $70 
billion, in appropriations and other obligating authority, was carried forward 
from prior years. There was, therefore, available to the Government agencies 
during 1958 over $143 billion. Yet actual expenditures are estimated at approxi- 
mately $72 billion. 

I know I need not stress to this committee the difficulty encountered in deter- 
mining, with respect to any individual budget, the actual expenditures during 
the year, the appropriation for the year, the obligating authority for the year, 
and the balance of appropriations carried forward from preceding years. This 
bill should synthesize and simplify this problem. As matters now stand, Con- 
gress has little control over spending once the funds are voted. The system and 
the procedures being used might have been satisfactory when our budgets were 
small but they are not adequate in the age of the $70 billion budget. 

Mr. Chairman, I know there is little dispute over the basic objectives of this 
legislation. The Senate has passed similar bills on two prior occasions. S. 434, 
a bill which I introduced early last year and which was cosponsored by 49 of our 
colleagues, passed the Senate by unanimous action on June 5, 1957. It, too, pro- 
vided for improved methods of stating budget estimates. Senators Styles Bridges, 
Dennis Chavez, Spessard L. Holland, Irving M. Ives, Warren G. Magnuson, John 
L. McClellan, Karl E. Mundt, Charles E. Potter, A. Willis Robertson, Leverett 
Saltonstall, Margaret Chase Smith, Edward J. Thye, and Everett M. Dirksen, 
all of Whom are members of this committee, were sponsors of that bill. 

At the same time that the Senate was considering S. 434, the House was con- 
sidering an almost identical bill. The House Committee on Government Opera- 
tions reported the House bill unanimously on June 13, 1957. However, on the 
House floor a new bill was substituted and that is the one which passed the 
House and has been referred to this committee. 

Although this bill, like S. 434, will permit greater control of expenditures, it 
makes at least six changes in the rules of the Senate. In addition, it adopts 
a different system for controlling estimated annual accrued expenditures. The 
Citizens Committee for Reorganization of the Executive Branch of the Govern- 
ment states these differences as follows: 

“Under 8S. 434, the present method of making appropriations in a budget year 
for not only the goods and services to be received in that year but for long-lead 
procurement for goods and services to be delivered in subsequent years, would 
be replaced by: 

“(a) An appropriation for the budget year representing the goods and 
services to be delivered in that year, and 

“(b) Contractual authority for goods and services to be ordered in that 
year but not delivered or rendered until subsequent years. 

“Under H. R. 8002, the present method of making appropriations would, in 
effect, remain the same. However, there would be a limitation in each appro- 
priation which would control the amount of goods and services to be received 
in the budget year. 

“In other words, appropriations would be controlled on an annual basis under 
the limitation procedure, and in addition, orders for long-lead time procurement 
could be placed under the appropriation similar to the method of placing orders 
under contractual authority as contemplated by S. 434.” 

In addition, H. R. 8002 would make it possible for Congress to include in ap- 
propriation bills, amendments, rescissions or transfers of appropriations previ- 
ously made, without such provisions being subject to a point of order. It is that 
feature of the bill which necessitates the rules changes. 

In order to permit speedy action upon this eminently desirable legislation, I 
recommend that everything in H. R. 8002 after the enacting clause be stricken 
and the language of S. 434 be substituted. This would have the following ad- 
vantages: 

First, S. 434 has already been considered by the Committee on Government 
Operations of the Senate and by the Senate, and prompt action by the Senate 
can be anticipated. A conference committee can then speed this mesure to 
passage. 

Second, unlike the House bill, S. 434 does not require any serious revision in 
the Rules of the Senate. The only change which S. 434 makes in the Senate rules 
is on which would give the Appropriation Committees of the Congress authority 
to include contract authorizations or other legislative amendments for the 
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forward planning of long lead-time programs in an appropriations bill. ‘To 
meet this problem 8. 484 includes a specific provision changing the rules of each 
House of Congress. 

Third, S. 434 will eliminate carryover appropriations balances. The House 
bill would not eliminate these balances although it would permit an annual 
review of them. 

Fourth, the provisions of S. 484 incorporate a vastly simpler system of budget 
estimates. It is uncomplicated by limitations on expenditures and other de- 
vices which would have to be included in the agency accounting system to keep 
track of these limitations. 

Mr. Chairman, I am convinced there is an urgent need for this legislation. 
Appropriations must be related to expenditures each year, and the agency 
administrative officer held accountable for the utilization of the funds in the 
manner directed by Congress. This will clarify the fiscal thinking of the 
executive department; it will result in substantial savings; it will reduce waste- 
ful expenditures; and it will provide Congress with effective controls over 
all expenditures. 

COMMUNICATIONS 


Chairman Haypen. I have received several telegrams and letters 
on this subject which I will include in the record. 
(The material referred to follows :) 
LANCASTER, Pa., July 1, 1958. 
Hon. Cart HAYDEN, 
United States Senate, Washington, D. C.: 
As chairman of one of the task forces of the Hoover Cominission I earnestly 
hope Committee on Appropriations will report favorably on H. R. 8002. 
H. W. PRENTIS, 
Chairman, Armstrong Cork Co, 


I’ RIEDERICH FINANCE Co., 
San Antonio, Tex., July 2, 1958. 
Chairman Cart HAYDEN, 
Senate Office Building, Washington, D.C. 

DreAR CHAIRMAN HAybEN: Thank you very much, and we sincerely appreciate 
you taking up H. R. 8002 and by the same token, we do want to urge you to 
push this bill to final enactment. 

Sincerely, 
GEO. FRIEDERICH 


UNITED STATES ENVELOPE Co., 
Springfield, Mass., July 3, 1958. 
Hon. Cart HAYDEN, 
Senate Office Building, 
Washington, D.C. 

DeAR SENATOR HAYDEN: It was gratifying to see by newspaper reports that 
the Senate Committee on Appropriations has undertaken to straighten out the 
problem of the Senate rules in connection with H. R. 8002 and S. 454. 

I hope there will be no delay in the final enactment of this measure which 
was approved unanimously by the Senate in 1957 and by the House in March 
of this year by a vote of 311 to 87. 

Enactment into law will put the Federal budget on a modern business basis 
to be reviewed annually and end the practice of permitting unexpended carry- 
over balances which, in turn, get out of control of the Congress. It will also 
strengthen the general control of Congress over Federal funds. 

With best wishes, 

Sincerely yours, 
M. F. Prrerson. 


<r 
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Los ANGELES CHAMBER OF COMMERCE, 
Los Angeles, July 3, 1958. 
Re H. R. 8002 
Hon. CARL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Senate Offiice Building, Washington, D. C. 

Dear SENATOR HAYDEN: We have read in the June 26 issue of the Congres- 
sional Record your statement relating to H. R. 8002 in which you requested 
that the measure be referred to the Senate Appropriations Commitee with in- 
structions to report it back to the Senate not later than 15 days from the date 
of its referral. 

The Los Angeles Chamber of Commerce has given strong support to the basic 
principle of legislation requiring that Federal appropriations be stated in the 
budget on an annual accrued expenditure basis. The heavy bipartisan support 
given the Senate measure and the House measure, as it was finally amended 
to protect defense contracts, gave promise of success this year for the efforts 
to put into the hands of Congress a greater degree of control over the immense 
expenditure program of the Federal Government, and to place Government 
financial procedures on a more modern and efficient basis. 

We respectfully urge that every effort be made to reconcile any points at 
issue in the light of the overall objective which has attracted such strong 
congressional and citizen support, so that progress toward this end will be made 
at the current session of Congress. 

Respectfully submitted. 

GEORGE B. Gose, President. 


Houston, Tex., July 2, 1958. 
Hon. CARL HAYDEN, 
Senate Appropriations Committee, 
Washington, D.C. 

My Drar SENATOR Haypen: Your committee is to be commended for your 
promptness in taking up H. R. 8002. I trust that each of you will push this 
bill in final enactment as its importance to the welfare of our country is tre- 
mendous. Nations are more often destroyed in peace than in war. 

Sincerely yours, 
W. H. Cocke. 


OKLAHOMA (Try, OKLA., July 4, 1958. 
Hon. CARL HAYDEN, 
Chairman, Senate Appropriations Committee. 

DEAR SENATOR: I wish to thank you for working on the trying problem of 
Senate rules in regard to H. R. 8002 and I urge you to enact this very important 
measure with the provisions for accrued annual budgeting, ete., intact. 

Sincerely, 
Mrs. Bess JACKSON. 


NEWARK, N. J. July 7 1958. 
Hon. CARL HAYDEN, 
Senate Office Building, Washington, D. C.: 

There are over 6,000 Hoover committee members in New Jersey who will 
greatly appreciate all you can do toward achieving a merger of S. 454 and 
H. R. 8002 in bill Congress will pass. It is clear this legislation is desired by 
both Houses and by the people back home and that the present differences 
between the two bills are unimportant and can be reconciled. You have our 
thanks for bringing this important matter up for action. 

RALPH G, STODDARD, 
Executive Secretary, New Jersey Citizens Committee for the Hoover Report. 
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DALLAS, TEX., July 2, 1958. 
Hon. Cari HAYvEN, 


United States Senate Office Building, 
Washington, D. C. 

DEAR SENATOR HAYDEN: I would appreciate it greatly if you would use your 
best efforts to report bill H. R. 8002 favorably out of the Senate Appropriations 
Committee, of which you are chairman. 

With taxes as they are and the ruthless squandering of money and duplica- 
tion of expenditures in many instances by various bureaus, the enactment of 
this bill will help tremendously. Your efforts to try to operate these Govern- 
ment agencies with efficiency and economy should certainly be of prime im- 
portance to you and to all of your constituents. 

I will greatly appreciate your support on a favorable recommendation. 

Very truly yours, 
C. ANDRADE III. 

P. S.—I have heard a great many discussions about the Hoover recommenda- 


tions, and I have yet to find one person opposed to them. In other words, all of 
my friends are for this bill. 


AMERICAN WOMAN’S SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS, 
Washington, D. C., July 8, 1958. 
Hon. Cart HAYDEN, 
Chairman, Senate Appropriations Committee, 
Washington, D. C. 

Dear Str: The American Woman's Society of Certified Public Accountants is 
vitally interested in the principles and provisions included in 8. 484 and H. R. 
8002. We wish to thank you for your recent action to take H. R. 8002 from the 
consent calendar and have it referred to the Appropriations Committee. 

We sincerely hope that the problem of Senate rules conflict can be resolved, and 
the final passage of this important measure which will put Federal budgeting 
on 2 modern business basis can be enacted. 

Yours very truly, 
WINIFRED D. OWENS, 
Chairman, Legislative Committee. 


THOMPSON CAN Co., 


Dallas, Tex., July 2, 1958. 
Hon. CARL HAYDEN, 


Senate Office Building, Washington, D. C. 

Dear SENATOR: The stockholders, directors, officers, and many of the other 
employees of this company have asked me to write you as follows: 

“We thank you for taking up H. R. 8002. 

“Please push to final approval. 

“We feel that the enactment of this bill into public law with the provisions for 
accrued annual expenditure budgeting intact will bring about tremendous 
economy and efficiency in the operation of Government agencies.” 


I join with my associates in asking you to push through the enactment of 
the above bill. 


Sincerely yours, 
Rowse THOMPSON. 
Prescort, Ariz., July 6, 1958. 
Senior Senator Cart HAYDEN, 
Washington, D.C.: 
Greatly appreciate your efforts in passage of bill H. R. 8002. 
Mrs. A. H. McConneLL. 


AMARILLO CHAMBER OF COM MERCE 


Chairman Haypen. I have received a telegram from Mr. C. I. Wall, 
president, Amarillo Chamber of Commerce, Amarillo, Tex., with re- 
spect to H. R. 8002. I will place the telegram in the record. 
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I have received also a number of other telegrams from Amarillo, 
‘Tex., along the same lines as the one from Mr. Wall. I will not in- 
clude the other Amarillo telegrams in the record; however, I will list 
the names of the individuals who sent them. The names are: John 
Ekelund, Jack Lacy, Jerry Johnson, Jack Kings, Sr., Roy Tolk, Ben 
Solnick, Richard Herman, Ben Lane, Frank Davis. 


(The ‘telegram referred to follows :) 
AMARILLO, TEX. 
Senator CARL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D. C.: 

Amarillo Chamber of Commerce directors are anxious to see wasteful spend- 
ing eliminated. Our members run their businesses on systematic budget basis. 
We hope your committee will act to establish annual budget review outlined in 
H. R. 8002. 

©. I. WALL, 
President, Amarillo Chamber of Commerce. 


SUBSTITUTE FOR HOUSE BILL 


Senator Satronstaty. Do I understand that Senator Kennedy ad- 
vocates that this committee recommend 8S. 434 ? 

Chairman Haypen. Yes, substitute his bill for the House bill. 

Senator ELLeENpER. Was Senator Kennedy made aware of the ques- 
tions you asked in your prepared statement ? 

Chairman Haypen. No, because they were prepared hurriedly. But 
he will have an opportunity to look them over. 

Senator Ives. I would like to raise an inquiry in light of Senator 
Kennedy’s recommendation in S. 434. If that substituted for H. R. 
8002, does that mean we would have to have a conference with the 
House on it as soon as we passed it in the Senate ? 

Chairman Haypen. Yes. 

Senator Ives. Does that mean that all legislation of this type might 
be dead for this session as a result ? 

Chairman Haypen. A meeting of a Conference Committee would 
undoubtedly be required. 

Senator Ives. We could accept the House bill, could we not? 

Chairman Haypen. We could accept the bill as it passed the House, 
we could amend it as suggested by Senator Kennedy by striking out 
all after the enacting clause in the House bill and insert his bill, or we 
can further amend the bill in any way that this committee may see fit. 
It is in our hands to make recommendations according to our best 


judgment. 
ALTERNATIVES FACING COM MITTEE 


Senator Ives. The reason I raise this point, it occurs to me that 
these witnesses who appear today might desire to consider the alterna- 
tives which face the committee and the Senate in dealing with this 
matter. Do they want H. R. 8002, if that means the only legislation 
they are going to get, or would they rather have something else ? 

Chairman Haypen. No. They can adopt any course they see fit in 
the representations they make to this committee. 

Senator SaLronstTaLL. Does President Hoover advocate the passage 
of H. R. 8002? 

Chairman Haypen. He recommended the passage of the House bill. 


28197—58 7 
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Mr. Watkins, will you take the stand for the moment? The com- 
mittee has asked Mr. Watkins to look over the House bill and advise 
us as to what changes it would make in the Senate rules. If he would 
be kind enough to do that, we would appreciate it very much. 


STATEMENT OF CHARLES L. WATKINS, PARLIAMENTARIAN, 
UNITED STATES SENATE 


GENERAL STATEMENT 


Mr. Warkins. Mr. Chairman, I have prepared a statement as to the 
changes that would be made in Senate rule XVI, relating to amend- 
ments to appropriation bills, by H. ik. 8002, a bill to provide for im- 
proved methods of stating budget estimates and estimates for de- 
ficiency and supplemental appropriations. Under section 2 (a) of 
the bill, it shall be in order to provide in any appropriation measure 
or in any amendment thereto: 


1. Limitations on annual accrued expenditures covering amounts 
becoming payable as a result of obligations incurred in both the fiscal] 
year concerned and in prior fiscal years; and 

2. Provisions pertaining to the availability of any appropriations 
or funds previously made available. 


If the bill becomes law, the above subsection will be considered until 
April 1, 1962, as a rule of the Sen: ite, and will supersede any stand- 
ing rule to the extent that such standing rule may be in conflict there- 
with. 

LEGISLATION ON APPROPRIATION BILLS 


Paragraphs 2 and 4 of rule XVI of the Standing Rules of the Senate 
prohibit legislation on appropriation bills and are substantially 
affected by subsection (a) above. 

Paragraph 2 of the rule prohibits the Committee on Appropria- 


tions of the Senate from reporting an appropriation bill containing: 


An amendment proposing new or general legislation ; 
2 Any restriction on the expenditure of funds appropriated which 
proposes a limitation not authorized by law if such restriction is to 
take effect or cease to be effective on the happening of a contingency. 


SUPERCESSION OF SENATE RULE 


Senator Brinces. May I ask you a question ? 

If this bill is passed, even though the Senate rules are now in exist- 
ence, the law would naturally supersede the Senate rule ? 

Mr. Watkins. It would ineufay as it is in conflict with such stand- 
ing rule. 

Senator Brivcrs. Therefore, if legislation is enacted, there would 
be no conflict ? 

Mr. Warkins. It would supersede the rule. 

Senator Bripces. Then there would be no conflict ? 

Mr. Warxins. If the legislation is enacted, it would operate as a 
new rule and in effect nullify the present rule. 
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Paragraph No. 4 of rule XVI prohibits: 

1. Any amendment proposing new or general legislation ; 

2. Any amendment not germane or relevant to the subject matter of 
the bill; 

3. Any amendment which does not directly relate to any item or 
clause of the bill; and 

4. Any restriction which is identical with the one previously read 
and contained in paragraph 2 of the rule. 

An exception to the shes prohibitions, however, has been made, 
under the precedents, in cases where the House inserted legislation 
in an appropriation bill, in which event germane amendments legis- 
lative in character are in order in the Senate to the legislative lan- 


guage in the bill. 
AMENDMENTS FROM THE FLOOR 


Under that part of the language of section 2 (a) pertaining to the 
availability of appropriations contained in previous acts, it would 
not only be in order for the Committee on Appropriations to report 
an amendment in an appropriation bill which would amend provisions 
in previous appropriations acts, but it would also authorize the offer- 
ing of amendments from the floor, either on behalf of the committee 
or by Senators in their individual capacities to appropriation bills 
previously passed. 

No restriction on the number or nature of amendments being ap- 
parent, the door would be wide open to the offering of many such 
amendments from the floor. 

Senator ELLenper. Legislative in character ? 

Mr. Watkins. They would be legislative in character because the 
provisions of this bill are legislative under the same precedents and 
under the rules that now exist. 

Under precedents established by the Senate under the rule, such 
amendments would constitute legislation on an appropriation bill and 
therefore would be in direct contravention of rule XVI as presently 
established ; but the rule would be superseded in these cases by the ap- 
plicable language of subsection (a) of the bill. 


AVAILABILITY OF FUNDS PROVIDED IN PREVIOUS ACTS 


Paragraphs 2 and 4 of rule XVI would be superseded in 3 important 
respects by the authority given in section 2 (a) of the bill concerning 
the availability of appropriations made in previous acts. 

Without going into detail in the matter, as I am sure every member 
of the committee is entirely familiar with the meaning of the terms, 
section 2 (a) would authorize: 

1. Transfers of appropriations made in previous appropriation bills; 

2. Modification or rescissions of previous appropriations; and, 

3. Reappropriations of unexpended balances of appropriations. 

An amendment providing for either of the first two purposes above 
stated, if proposed to a pending appropriation bill, would be in viola- 
tion of the rule and subject to a point of order. An amendment pro- 
viding for the reappropriation of unexpended balances of appropria- 


tions would be an express violation of section 139 (c) of the Legislative 
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Reorganization Act of 1946, which also operates as a rule of the Sen- 
ate. 

That is about all on the provision dealing with the availability of ap- 
propriations made in previous acts. 

ow as to limitations on accrued expenditures. 

Senator Exnenper. Mr. Chairman, before he goes into that, may I 
ask a question ¢ 

Chairman Haypen, Yes. 


AUTHORIZATION IN APPROPRIATION BILL 


Senator Exvenper. If the language to which you referred about 
legislation were not corrected in some way, would it be possible for 
someone to have an authorization placed in an appropriation bill? 

Mr. Warxins. I think amendments would have to relate to appro- 
priations made in bills previously enacted. 

Senator Extenper. In other words, it would not change the present 
method of authorizing before an appropriation ? 

Mr. Watkins. I don’t think it would. I think the legislative com- 
mittees would still have the authority and power to propose authori- 
zations. 

Senator Exitenper. The point is, could they do it in an appropriation 
bill? In other words, could a Senator or a Member of the House offer 
an amendment to an appropriation bill authorizing a project? 

Would it in any wise change that rule? 

Mr. Warkrns. I do not think that would be permissible under the 
present rule. 

Senator Bringes. You answered under the present rule. We are 
asking under the proposed bill. 

Senator Ettenper. That is what I am asking about. 

Mr. Warxtns. Subsection (a) relates primarily to amendments 
concerning the availability of appropriations made in previous acts. 
I doubt if it would be in order to include authorizations in appro- 
priation bills. 

Senator Sattonstatt. Mr. Chairman, may I ask this question : 

Have you a copy of the bill in front of you, Mr. Watkins? 

Mr. Warxrns. Yes, sir. 


TRANSFERS, RESCISSIONS, AND REAPPROPRIATIONS 


Senator SatronsTaty. On page 3, line 10, if you take out the 
words— 
and the provisions pertaining to the availability of any appropriations or funds 
previously made available. 
it is my understanding that you take out the problem concerning trans- 
fers, rescissions or modifications and reappropriations. 

Senator Bridges and I have offered an amendment on reappropria- 
tions. I will not ask you about that at the present time. If you take 
out that clause, it is my understanding, from Mr. Scott here in this 
committee, and a little discussion of it, that you eliminate those prob- 
lems of points of order on transfers, recissions or modifications and 
reappropriations. So that would take out all objection to the present 
Senate rules with the possible exception of conditional appropriations. 
Thus, if the Senate passed this bill with that clause out, there would 
not be any change in the Senate rules. 
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Mr. Warxtins. I do not think there would be. 

Senator Sattonstaty. You do not think it would be? You agree 
with me? 

Mr. Watkins. Without having studied the matter, yes. It appears 
to me now if you eliminate the language there in line 10, then the bill 
would be limited to annual accrued expenditures, and would not em- 
brace these other three items. 

Senator Sarronstraty. It would not embrace questions of trans- 
fers, recissions or modifications, or reappropriations ? 

Mr. Warxrns. That is right. 

Senator Satronstatyi. Those would all be subject to points of order 
as we have them now ? 

Mr. Watkins. Those three that would be authorized under lines 
10 and 11 would be subject to points of order under the present rule. 

Senator Satronsrauu. So, if omitted, that would leave the bill as a 
bill on accrued expenditures or limitations on expenditures only. 


LIMITATIONS ON ACCRUED EXPENDITURES 


Mr. Warxrns. It would deal only with limitations on annual ac- 
crued expenditures. 

Now, we come to limitations on annual accrued expenditures. Sec- 
tion 2 (a) of H. R. 8002 would authorize limitations on annual accrued 
expenditures covering amounts becoming payable as a result of 
obligations incurred. That is in addition to those lines on 10 and 11, 
pertaining to the availability of previous appropriations. 

Senator Sarronstaty. That would be lines 5 through 9? 


CONTINGENT RESTRICTIONS 


Mr. Warxins. Yes; rule 16, paragraph 4, reads: 

Nor shall any restriction on the expenditure of the funds appropriated which 
proposes a limitation not authorized by law be received if such restriction is to 
take effect or cease to be effective upon the happening of a contingency. 

I do not know whether vou want me to go into that matter beeause 
I do not believe that is covered by the rules at the present time. Not 
being in the rules, we have no Senate precedents that would cover 
such a situation on annual accrued expenditures. 


APPROPRIATION ON CONTINGENCY BASIS 


Senator Sarronsrauu. In other words, if we put section 2 (a) in, 
down to line 10, eliminating that clause, we eliminate all changes in 
our rules with the possible exception of an appropriation on a contin- 
gency basis which is not now in the rules ? 

Mr. Warxrns. That is right. 

Senator Sauronstaui. Therefore, if a contingency basis was put on 
and brought up on the floor and somebody made a point of order, there 
would have to be a ruling as to whether that could be interpreted to 
be in the rules or not because there is no specific clause in the rules to 
cover it; is that correct ? 

Mr. Watkins. That is the way it occurs tome. There is a provision 
on contingencies, but that has nothing to do with annual accrued 
expenditures at all. 








100 AMENDMENT TO BUDGET AND ACCOUNTING ACT 


AUTHORIZATION IN AN APPROPRIATION BILL 


Senator Brinces. You answered Senator Ellender by saying that 
there could not be any new authorization in the proposed act. 

As you read the act, it would not be allowed ? 

Mr. Warxins. I think that this bill would deal only with appropria- 
tions of funds previously made available and already adopted in 
appropriation bills and could not include authorizations. 

Senator Brincrs. You have raised the question of a Senate rule on 
legislation on appropriation bills. Under the proposed bill, as you 
read it, legislation on an appropriation bill would be or would not 
be allowed ? 

Mr. Warkins. It would be allowed with respect to appropriations 
made in previous acts. You could transfer them, you could rescind 
them or modify them or reappropriate the unexpended balances under 
this act. 

Senator ELLenper. Could you increase them ? 

Mr. Warxtns. There is nothing in here that says you shall in- 
crease them. 

Senator ELLtenper. That means you could increase the authoriza- 
tion, then ? 

Mr. Warxins. I do not know that I would be competent to pass 
on that question. There is no limitation in here. 


APPROPRIATION ABOVE AUTHORIZATION 


Senator ELLtenper. You indicated a while ago that this would give 
authority to add legislation to an appropriation bill. If it is as 
broad as you say it is, I do not see what would prevent us from in- 
creasing an appropriation over and above the authorization. 

Mr. Warxrns. There is nothing in the language here now that says 
you shall rescind it or modify it, reduce it or increase it. 

Senator ELLENDER. Therefore, you could do it? 

Senator Sauronsrati. Would the Senator yield? 

Senator Exxenper. I wonder if he would answer that. 

Mr. Warkrns. I think myself the Senate Appropriations Commit- 
tee has authority to increase an appropriation in a pending bill. 

Senator Sartonstratu. This would be possible, Mr. Chairman, as I 
see it, putting an inquiry relating to Senator Ellender’s question : 


LIMITATION ON REAPPROPRIATIONS 


There is no limitation at the present time on the amount that will 
be appropriated. In other words, supposing there is a carryover of 
a million dollars and we appropriate $4 million, but we do not know 
what that carryover is, in that way we may APPropry iate more money 
than the authorization. If this line 10 and 11 is stricken out, then that 
is not possible. 

Senator Bripnces. We could not reappropriate more money than 
there actually was? 

Mr. Warxins. No; not for a reappropriation. 

Senator Brinces. This deals with a reappropriation ¢ 


Mr. Warxtns. In a reappropriation you could not increase the 
amount. 
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ENLARGING EXISTING LEGISLATIVE AUTHORITY 


Senator Dirksen. But Mr. Watkins, that is not Senator Ellender’s 
question. His question is this: Can you actually enlarge legislative 
authority previously passed by putting a legislative provision in an 

appropriation bill which increases the amount? In other w ords, you 
can ignore legislative authority approved by both branches in Con- 
gress ‘and stick a little proviso in an appropriation bill? 

Senator Brinces. I do not know that you can. 

Senator Dirksen. That is the question. 

Senator ELtenper. That is the question exactly. 

Since the door is wide open to put in language in the bill, there is 
no restriction. 

Senator Sarronsta.y. By a majority vote. 

Senator Eutenper. Yes. You can put legislation in it and it is not 
limited in character. 

Mr. Warkins. There is no limitation in here that I can see at all. 
The language is— 

Provisions pertaining to the availability of any appropriations or funds previ- 
ously made available. 

When you get down to that, I do not think you could go above that. 
This simply pertains to the availability of any appropriations or 
funds previously made available. 

Senator Extienper. You are dealing with funds already appro- 
priated. I am not talking about appropriation. I am talking about 
authorization. There is a difference. 

I do not have to tell you that. 

Mr. Warkrns. I do not think an authorization would be in order 
under this section 2 (a). 

Senator E,itenper. In other words, it is your opinion that, although 
you could add legislation to the appropriation bill, that would not 
give you the right to increase the authorization ? 

Mr. Warkrys. You could not do it for any appropriation bill that 
had been previously passed. 

Senator Brincrs. Let me ask you this question : 


INCREASE OF CONSULTANT PAY BY REAPPROPRIATION 


Supposing that in a previous bill we had authorized the hiring of 
a number consultants at a hundred dollars a day, could we in the new 
ith say that we reappropriate for consultants at $125 a day? 

I do not want to see that possible. We are try ing to clarify it. 

Mr. Watkins. You have reference now to the amount that is in an 
appropriation bill prev iously passed ? 

Senator Bripges. Yes, 

Mr. Warktns. I doubt if you could do that. What I had refer- 
ence to a while oe I think the Committee on Appropriations, when 
it has a pending bill before it, and there is a budget estimate for a 
certain amount, or perhaps an authorization for a different amount, 
under the provisions of paragraph 1 of rule XVI the Committee on 
Appropriations has authority to increase the amount not only above 
the budget estimate, but also above the authorized amount. 

I gave » Senator Ellender a letter on that very point. 

Senator Eutenper. Yes, that is why I am asking about it. 
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Mr. Warxins. That was the very point involved before the Senate 


in an amendment made to the rules on May 7, 1852, before the Com- 
mittee on Appropriations was ever established. 
Senator Sattonstaty. Mr. Chairman. 


MODIFICATION OF PROVISION IN PRIOR APPROPRIATION ACT 


Under the word “modification,” Mr. Watkins, to carry out Senator 
Bridges idea, last year in 1957 we appropriated for 10 experts at $100. 
This year we could reappropriate that money and say we are going to 
modify it and say those men will get $125. I would say that was a 
modification in connection with a previous appropriation bill. 

Provisions pertaining to availability of any appropriations of funds previously 
made available. 

If those words are stricken out, then we limit this bill strictly to 
an annual accrued expenditure and we do not get into these questions 
of transfers, rescissions, and everything else. 

Mr. Watkins. That is right. 

Senator Satronsta.ty. So I would not quite agree with your answer 
to Senator Bridges, most respectfully. 

Mr. Watkins. What I had in mind a moment ago is that the Ap- 
ropriations Committee, in my judgment, on a pending appropriation 
ill under the present rules, not dealing with any bill previously 

passed, and there is a budget limitation or a limitation put in there 
under authority of law, the Committee on Appropriations, under 
paragraph 1, may increase an appropriation already contained in 
the bill or add a new item of appropriation. The committee would 
have authority to do that, in my judgment. But that question would 
not be embraced within the scope of this section 2 (a), which is the 
matter that is pending before you, and does not relate to any appro- 
priation in any bill previously passed. That is beside the point, I 
think, in this particular case. 

Chairman Haypven. We thank you for your statement. 

We will hear from Mr. Merriam. 


STATEMENT OF ROBERT E. MERRIAM, ACTING DIRECTOR, BUREAU 
OF THE BUDGET 


GENERAL STATEMENT 


Mr. Merriam. Mr. Chairman, members of the Appropriations 
Committee, I have with me here Mr. Arthur Focke, who is our Gen- 
eral Counsel, and Mr. William Armstrong, head of our Office of 
Accounting. 

Chairman Haypen. The invitation was extended to the Director of 
the Budget, but he is out of town ? 

Mr. Merriam. Yes. I am Acting Director. I do not have a pre- 
pared statement. I thought perhaps the best contribution we could 
make would be to discuss isitormatty with the members of the com- 
mittee the development of this legislation and to answer whatever 
questions you may have. 
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IMPLEMENTATION OF HOOVER RECOMMENDATION 


I would like to say just briefly at the outset that the purpose of 
this legislation as it was initially developed, as I know all of you are 
aware, was to implement » recommendation of the second Hoover 
Commission, that congressional appropriations be in terms of annual 
accrued expenditures. There were several objectives which the Hoover 
Commission had in mind in making this recommendation. 


CONTROL OF BOTH CURRENT AND PRIOR APPROPRIATIONS 


The first one was to provide for an annual congressional review of 
appropriations granted in prior years, and, secondly, to give the Con- 
gress a positive control over annual accrued expenditures from both 
current and prior appropriations, 

As you know, the Senate last year enacted the bill which is out- 
lined, Mr. Chairman, in the memorandum which you have just read. 
You will recall, I am sure, that the bill provided for appropriations 
themselves to be made on the accrued expenditure basis, with the 
addition of contract authorization for long lead time items which 
would require more than 1 year for their funding. 


CONTRACT AUTHORITY 


In the House of Representatives, there was considerable sentiment 
in opposition to the instituting of contract authority on a large scale. 
As I understand it, this stemmed in part from experience with the 
use of contract authority during World War II. It was therefore 
sought in the House to find a way of achieving approximately the 
same objective by leaving appropriations as they now are—as new 
obligational authority. 





DIFFERENCE BETWEEN BILLS BEFORE COMMITTEE 


So, in effect, if I may perhaps oversimplify, the main difference 
between the two bills, as we see it, is that in the Senate bill the 
appropriation is an accrued expenditure limitation, and on top of 
that you have contract authority which is the equivalent of what an 
appropriation would be today; whereas, in the House bill, your 
appropriation remains as it is today, and underneath it, in effect, 
you place an accrued expenditure limitation. 

Those who were supporting this bill in the House asked for and 
received from us assistance in developing this alternate proposal 
which is before the committee today. We feel that either one of 
these alternatives would achieve the objectives of the Hoover Com- 
mission in terms of providing for the annual review of the unexpended 
and unobligated balances, and in providing Congress with more de- 
tailed information about changes in programs which do occur, as we 
all know, during the course of a budget year. 


INFORMATION ON ACTUAL DEVELOPMENTS OF PROGRAMS 


I might say, Mr. Chairman, that having appeared in the last 3 
months before at least four different congressional committees on 
the subject of use of the apportionment powers which Congress has 
granted to the Executive, I think I speak with some feeling when I 
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say that there is a large segment of the Congress which feels that 
they do not have sufficient information as to the actual developments 
of programs within the agencies after appropriations have been 
rh and there is a sense of frustration on the part of many of these 
Members that they have made appropriations for programs which 
somehow or another, from their standpoint, have been sidetracked. 

The fact is, of course, that a budget is prepared many months in 
advance of the actual time in which the money is to be spent. In 
our office we are now working, for example, as I am sure you know, 
on the 1960 estimates for appropriations which will not be spent in 
total until 2 years from now. 

In any program, whatever its size may be, there are inevitable shifts 
that take place because of changed circumstances, because of changed 
requirements which cause certain alterations in plans as originally 
submitted to the Congress. 

I would like to make it perfectly clear, Mr. Chairman, that enact- 
ment of either of these bills is not ‘automatically going to solve all of 
the problems we have, either in terms of the size of the budget, or in 
terms of fully acquainting everybody with all of the programing 
shifts that take place. 

But it is our very considered opinion, after lengthy study of the 
problem, that the institution of a system such as proposed in either of 
these alternatives would be extremely helpful—to the Congress, to the 
Executive, and to the general public. 


SUPPORT FOR HOUSE BILL 


When we analyze it in total, our opinion would be that the bill 
which was enacted by the House of Representatives and which is be- 
fore you today would be the better one of the two that are being 
considered. We think that it w ould be workable. We think that it 
would be helpful and effective in insuring an annual review of these 
programs by at Icast affording an opportunity, which is all we can 
do in any event, for the Congress to review certain programs on a 
systematic basis, and revise them or rescind them as it sees fit. It 
would provide the Congress and the public with definite information 
and with a tool to limit expenditures. 


POSSIBLE COMPLICATIONS UNDER HOUSE BILL 


Senator Bripcrs. Let me ask you, Mr. Merriam, would it not be much 
simpler for the Senate to make appropriations for 1 year and then 
contract authority for long-lead-time items? When we operated 
under that system, we got along pretty well for a long time. It is a 
very simple way to proceed. Are we not getting into a lot of com- 
plications when we get into the House bill ? 

Mr. Merriam. Senator Bridges, we felt that we could operate under 
either bill. The advantage of the House bill is that the appropriation 
procedure would remain as it now is; that appropriations would be 
based upon the estimate of the total amount of obligational authority 
which would be needed. ‘There would be, therefore, in the appropria- 
tion bill itself, on most items, at least, an indication of what the total 
funding would be—for an aircraft carrier, for example. Also, prob- 
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ably there would be less transitional problems under a proposal which 
leave appropriations as they now are. 


PRINCIPLE OF ANNUAL REVIEW BY CONGRESS 


Senator Brinces. You agree to the principle of the annual review 
by Congress of all moneys? 

Mr. Merriam. Absolutely. We think that is the most important 
thing. 

Senator Brinces. You are torn between the Senate bill and the House 
bill but rather favor the House bill ? 

Mr. Merriam. That is it. 

Senator Brincges. You favor the principle which we are trying to 
achieve ? 

TECHNIQUE INVOLVED 


Mr. Merriam. The principle is embodied in both bills. It is a tech- 
nique that is involved. In terms of technique, we would prefer the 
House bill. 

Senator SaLronstraty. Mr. Merriam, if we struck out the language 
on page 3, line 10, after the word “years,” through the rest of that 
paragraph, that would limit this bill to accrued expenditures or ac- 
crued appropriations or put limitations on accrued expenditures alone 
and eliminate transfers, rescissions, modifications, and reappropria- 
tions. While that would not go quite as far as what the original bill 
provides, certainly that would be a good step forward and perme 
would be a better step forward than the way the House bill now reads. 
Am I correct? 

HOUSE FLOOR AMENDMENT 


Mr. Merriam. Senator, that particular clause which you have just 
read was inserted on the floor of the House during the course of the 
debate and was not suggested by us. Inasmuch as the clause pertains 
so directly and intimately to the rules of the Congress 

Senator Satronstatu. Rules of the Senate. 

Mr. Merriam. And of the House, as I understand it. It was our 
feeling that this was not a matter in which the Executive ought to be 
concerned. So our position would be that either way on that clause 
would be workable for us and it ought to be up to the Congress to 
determine it. If the Senate wanted to remove that clause, we would 
have no objection. 





SUGGESTION OF REPRESENTATIVE TABER 


Senator SatronsTaLL. Congressman Taber has made a suggestion 
which would, as I understand it, require the President to submit any 
reappropriations that we wished to have made by Congress. In 
other words, the Budget Bureau and the Presidential process would 
be the same as it now is, but on any reappropriations, it would have 
to come through the President and down here, otherwise the money 
would lapse. Is that your understanding of Congressman Taber’s 
suggestion ? 


Mr. Merriam. Yes. 
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Senator Sauronstauty. That would not in any way limit expendi- 
tures of any appropriations. It would simply take up the subject 
alone of reappropriations, is that correct ? 

Mr. Merriam. That is my understanding. 

Senator Satronsratu. That would not really accomplish the pur- 
poses of what the Hoover Commission has recommended, or would it? 

Mr. Merriam. I do not believe that it would, Senator, because 
while it would tend to provide for automatic ally or give a greater 
probability of annual congressional review of previous appropria- 
tions, it would not strike at the second half of this proposal, which 
would be to provide an expenditure limitation. 

Senator SautonsTALu. It would be a real step ahead if the House 
bill was passed with those lines 10 and 11 out, on that page 3? 

Mr. Merriam. Yes, sir. 


BUDGET BUREAU VIEW OF HOUSE BILL 


Senator Rozerrson. I would like to inquire if the Budget Bureau 
recommends any amendments or changes in the House bill. 

Mr. MerriaM. No, sir. As I just indicated to Senator Saltonstall, 
we have no opinion on this one clause because it seems to me it per 
tains to congressional procedure. Aside from that one clause, we 
feel that the House bill would be workable. 

Senator Roserrson. Would you mind stating for the record, be- 
cause this will not be a very voluminous record, when it reaches the 
floor of the Senate for action and Members would like to know in a 
quick, easy way what it is all about, what the House bill does and 
what is the major difference between that and the one that was unani- 
mously passed by the Senate, S. 434? 

Mr. Merriam. Do you want that for the record ? 

Senator Roperrson. Yes. Can you do it very briefly ? 

Mr. Merriam. Yes, sir. As to the difference in its simplest terms, 
as I indicated, it seems to me that the appropriations under the 
House bill would be on the same basis as they now are, whereas under 
the Senate bill appropriations themselves would have been on an 
accrued expenditure basis. 

The other difference which flows from that fact is that the Senate 
bill would require the use of contract authority, which is not required 
in the House bill. 

In the House bill, there is a specific expenditure limitation for each 
fiscal year on an accrued expenditure basis. This differs slightly 
from the Senate bill, in which the appropriation itself would, in 
effect, provide the limitation. 

Senator Rorerrson. The House never has acted on our bill; is that. 
correct ? 

Mr. Merriam. That is correct. 


OBJECTIVES OF HOOVER COMMISSION 


Senator Roserrson. Which of the two bills is closer to the recom- 
mendation of the Hoover Commission, because they all refer to that. 
Mr. Merriam. We would favor the House bill, Senator Robert- 
son. I think that either of them would fulfill the objective of the 
Hoover Commission, but it just seemed to us on analysis that the 
better one, with the least. complication, would be the House bill. 
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CONTROL OVER PRIOR APPLICATIONS 


Senator Roserrson. Does the House bill accomplish the major 
objective of the Senate bill to give the Congress control over previous 
appropriations that have not lapsed 4 

Mr. Merriam. Yes, sir, that is correct. 

Senator Roserrson. That is all. 

Senator Hix. I just wanted to ask this. What information can be 
furnished to the committee under the bill which cannot and is not 
being furnished today under existing laws? 


“\fANDATORY ’ CONGRESSIONAL REVIEW OF PROGRAM CHANGES 


Mr. Merriam. As far as information to be furnished is concerned, 
Senator, of course all of this information is and should be made 
available and much of it is made available to the Appropriations 
Committees. The difference would be, I think, that under either of 
these proposals there would be a mandatory review by the entire Con- 
gress of the program changes which have been made of the unobli- 
gated balances which remain, and the use to which it is proposed they 
* ut. 

Senator Hitt. You say “mandatory”. After all, do we not today 
consider the unobligated balances? When a witness comes here from 
an agency or department and asks for additional funds the record 
shows how much might be unobligated for this particular purpose 
within the agency, and that: is all brought out today: is it not? 

Mr. Merriam. I would assume that a good part is. 

Senator Hi. When you say “mandatory,” when you talk about 
mandatory, that means to make Congress do something that it is 
not doing today. What do you mean by the word “mandatory” ? 

Mr. Merriam. What I meant was that there would be included by 
the President in the budget document specific recommendations to the 
Congress as to what amounts from previously appropriated funds 
could and should be used in the fiscal year in question. 


CONSIDERATION OF UNOBLIGATED BALANCES 


Senator Hitt. When you make up your estimates, do you not con- 
sider what may be wnobligated or what may be left or what there is 
in the way of a residue? Do you not consider that today ? 

Mr. Merrtam. Certainly we do, Senator. I think the important 
thing to keep in mind is that once an appropriation has been made 
for a particular purpose, that money can be spent without any fur- 
ther positive review by the Congress. 

Senator Hinz. Tell me exac tly what you mean by this review. I 
think we do review these things. If you are going to make a new 
appropriation for the same purpose or for a kindred purpose, we 
review. We have all these ta ~s and charts which show how much 
we are appropriating in the present fiscal year, how much is recom- 
mended by the Budget for the coming fiscal year, and whether or not 
any suggestion has been made or any ¢ “amendments offered that might 

rary from the budget recommendation. I do not get the picture 
myself. I want you to make it a little clearer for me. 
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REQUIREMENT FOR POSITIVE CONGRESSIONAL ACTION 


Senator Brivers. The difference is that it requires positive action 
for the Congress to act. 

Mr. Merriam. The entire Congress. 

Senator Hitt. You mean to reappropriate these unobligated funds? 

Senator Bripces. Yes. I think when Mr. Merriam was using the 
word “review,” it was a general term. You not only review but under 
the bill passed by the ‘Senate or House you have to take positive 
action. 

Senator Hitt. You mean affirmatively not only appropriate any 
new funds but reappropriate any old funds. You mean reappro- 
priate those unobligated funds. 

Mr. Merriam. In the House it would not be an actual reappropria- 
tion, but you would have to authorize the use of previously appro- 
pri iated funds by your expenditure ceiling process. 

Senator ELtenper. How is it done now? The extra funds you are 
speaking of ? 

Mr. Merriam. They are not extr: 

Senator ELtenper. I mean canal funds. 


EXECUTIVE CEILING ON EXPENDITURES 


Mr. Merrram. In part, as we discussed before, Senator Ellender, 
last fall there was an Executive—I would not say limitation, but an 
Executive request for each department to hold expenditures to the 
previous year’s level. That was an Executive attempt to achieve a 
similar objective. This would place that responsibility on the Con- 
gress, and would therefore require a review each year of what the 
expenditure plans for the agency are going to be for the forthcoming 


year. 
ESTIMATED SAVINGS UNDER BILL 


Senator Evtenper. As I recall, those on the Hoover Commission 
who are advocating passage of this bill, stated that X billions of 
dollars would be saved. Can you tell us how that could be accom- 
plished ? 

Mr. Merriam. Senator, I have read very carefully the history of 
this. I think there has been some confusion on that subject, frankly. 

Senator E.ienper. Plenty of it; that is why I would like you to 
clarify it, if you can. 

Mr. Merriam. I will give you my opinion. I think the Hoover 
Commission itself, you will discover, made no estimates of savings. 
The task force which reported to the Hoover Commission in this area 
did indicate that there might be a magnitude of savings of 3 or 4 
billions of dollars if this and some other steps were all taken and if, as 
a result of that, Congress took some action. I think it probably is 
misleading to indicate that through the enactment just of the bill itself 
there would be savings of any such magnitude. 

Senator Exienper. In your humble - judgment, if this bill is enacted 
as you are now proposing, how much money would be reed d 

Mr. Merriam. Senator, I do not think anybody can give a categori- 
cal answer to that because this merely provides the Congress w ith the 
tool and it depends on how that tool is used as to what the results 
would be. 
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Senator ELLenper. There would be no savings unless Congress did 
it, then ? 

Mr. Merriam. That is correct. 

Senator Ettenper. That is, by curtailing the appropriations? 

Mr. Merriam. Perhaps I can give an example which would answer 
both your question and previous questions. How valid this is, as a 
specific example, I do not know. But if you will accept it as an illus- 
tration, I would appreciate it. 


PROBLEM WITH AIRCRAFT PROCUREMENT CONTRACT 


You will recall several years ago there was a problem with one of the 
aircraft companies whic +h had a rather lar ge contract to manufacture 
anairplane. The motor was made by one manufacturer and the frame 
by another, and when they put them together, it did not fly. It is 
possible, I think 

Senator ELLENDER. Who was at fault? 

Mr. Merriam. This is what I did not want to get into. 

Senator ELtenper. I know, but I would like to get into it, because 
we certainly cannot place the orders for you. It has to be done by the 
executive department. 

Mr. Merriam. That is right. If I may make my point first, it is con- 
ceivable that through an annual review of that particular appropria- 
tion, the Congress might have determined that this was a program 
it did not want to go ahead with. You may ask, as you pate 
already have, why was it not stopped in any event? I cannot answer 
that. 

Senator ELLtenper. Exactly. The executive has the duty of placing 
of orders. Wecertainly cannot do it. 

Mr. Merriam. That is right, but I must say, Senator, that some- 
times we are criticized for making our own interpretations of how 
the laws should be carried out. 


HOOVER COMMISSION ESTIMATE OF SAVINGS 


Senator E..tenper. Here is an excerpt from the Commission on 
Organization of the Executive Branch of the Government wherein, 
the task forces states— 


in regard to the savings which would result if the recommendations were adopted, 
the benefits which would result from improved financial management, we believe 
the resultant dollar savings could reasonably be expected to amount to 4 billion, 
which is approximately 814 percent of the controllable budget expenditures. 

Mr. Merriam. I think that refers to all of the recommendations that 
are in that section, Senator. 

Senator Eittenper. Are you able to tell us how much of this 4 billion 
could be saved if we enacted the measure that you recommend as being 
the best one, namely, H. R. 8002? 

Mr. Merriam. No, sir; I cannot, because, as I indicated, this is a 
tool and it completely depends on how it would be utilized. I think 
it is impossible to put a dollar figure on it. 

_Senator Extenper. I wish to say that in the past I voted for prac- 

sally every recommendation made by the Hoover Commission—the 
font Hoover Commission—and I have never been able to see any 
savings. 
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Mr. Merriam. That is another subject. I do think there have been 
a great many that could be pointed out. We have made some studies 
and I would be glad to send them to you. 

Senator ELLenper. I wish you would. 


FOREIGN CURRENCY GENERATED UNDER PUBLIC LAW 480 


Senator Young. If I may ask a question: Does this bill affect for- 
eign currency generated under Public Law 480? Does this legislation 
affect those funds that we accumulated ? 

Mr. Merriam. No; it would not. 

Senator Youne. Is there any check whatever, on the control of an 
expenditure of these foreign currencies we have accumulated? We 
must have about a billion and a half dollars. 

Mr. Merrtam. It isa very sizable sum. I do not have the amount at 
my fingertips. 

Senator Youne. How are the expenditures of these funds controlled 
now ? 

Mr. Merriam. There is approval for the use of many of these funds 
which must be given by the Budget Bureau before the agency can 
utilize them. This is one means by which that is accomplished. Sec- 
ondly, in our annual analysis of the budget requests of the agencies 
we take into account the availability of foreign currency funds. 

If I can use an example from this year’s budget, when there was an 
augmentation of the agricultural-research program, with which you 
are very familiar, it was suggested to the Department and they agreed 
that part of the augmentation of their research money should come 
through the use of foreign currencies—largely in Great Britain and 
continental EKurope—where some research could be done. 

Senator Younc. Some $5 million ? 

Mr. Merriam. Yes, for utilization on products which could eventu- 
ally be available to Europeans. This is one example where we have 
attempted to channel the utilization of these moneys. 


USE OF FOREIGN FUNDS WITHOUT DUTY OF REPORTING 


Senator Youne. Can some of these funds be spent by some agencies 
of the Government without any report at all to the Bureau of the 
Budget and the Congress? 

Mr. Merriam. I have been reminded that section 1415 of the Sup- 
plemental Appropriation Act of 1953 requires generally that they be 
purchased with appropriated funds, unless otherwise authorized. In 
other words, an agency must purchase from the Treasury these moneys 
with actual moneys which have been appropriated to them by the 
Congress, by and large. 

There are some exceptions, though. 

Mr. Merriam. Yes, sir. 

Senator Younc. A Member of Congress, traveling in a foreign 
country, can get a whole armful if he wants to without much of an 
accounting to anyone. 

Mr. Merrtam. Yes, sir. That part is one which we have not felt 
it was our prerogative to get into. 

I think that is an instance in which the law specifically authorizes 
use of those moneys without any executive review. 
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Senator Young. Are you finding more and more use of this cur- 
rency in lieu of United States dollars / 


SUMMARY OF FOREIGN CURRENCY UTILIZATIONS 


Mr. Merriam. I think so. We are trying to pull that program 
much more together than I believe it has been in the past. so that there 
will be a better accounting to the Congress. We sent down to you, 
Mr. Chairman, earlier this year the first summary of all of the differ- 
ent foreign currency utilizations that there are and how they are 
controlled. 

Senator Youna. I found in a trip I took last fall that at almost 
every Embassy there were more places where they could use these cur- 
rencies in place of United States dollars. I found places almost at 
every stop I made. I think there are more places where the military 
could use these currencies in place of United States dollars. 

Mr. Merriam. We are continuously looking at that, Senator Young. 

Senator Youne. I am getting off on another subject, so I will cease. 

Senator Dirksen. I want to refer for a moment to Senator Ellen- 
der’s question largely because I think the groups who have been or- 
ganized under the Hoover pattern over the country generally are of 
the opinion that there will be effective savings. 


rOTAL 1958 UNEXPENDED BALANCES 


First of all, I see in this, two factors: the one is control over the per- 
formance in an agency, which I think we could get with respect to the 
expenditure of money, and secondly, the question of whether you will 
have savings or not. The letter that the Comptroller sent to the com- 
mittee pointed out that you had unexpended balances of $70 billion 
for fiscal 1958, in round figures $73 billion in current appropriations, 
and then some other obligational authority, so that actually you had 
available for expenditure in the neighborhood of $143 billion. I 
suppose it was Senator Ellender’s belief that maybe in the unexpended 
carryover balance that savings could be effected. But actually if they 
are appropriated for a given function, for 1 year, 2 years, 3 years, as 
in the case of the mutual-security program, neither short-range nor 
long-range can you actually develop a savings. At least you cannot 
assure a saving. Because if you chipped off the unobligated balance 
they would have to increase their estimate for current appropriations 
to carry on the same kind of program. So while you might save a 
little one year, when you go to the end of the program, involving all of 
the lead time in the procurement of heavy material, actually there 
would not be a saving, would there ? 

Mr. Merriam. The saving, Senator Dirksen, would come about 
through congressional action to revoke programs for which appropri- 
ations have previously been made. 


QUESTION OF SAVING 


Senator Dirksen. You have to start on the assumption that the 
reason that the programs are before us, is that the Army, Navy, and 
Air Corps and others deemed those programs necessary, otherwise 
they would not have submitted them to this committee in the first 
instance. 
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Mr. Merriam. That is right. 

Senator Dirksen. If you assume, and rightly assume, that these 
are valid programs, sooner or later they will have to be expressed in 
terms of money, so that if you go all the way, 4 or 5 years, before the 
whole program his been consummated, you will spend the same amount 


of money ¢@ any way. 
The question then is: Where is the saving ? 


APPROPRIATION AND BUDGETARY PROCESS 


Mr. Merriam. I think you have to go to the appropriation and budg- 
etary process. As I indicated earlier, part of our problem is this 
whole procedure, in my opinion, is the gage ya 3: long period of 
time that the budget-making process takes. As I indicated, almost 
21% years in advance of the completion date of a fiscal year we start 
asking the agencies what their requirements are going to be. There 
is just no doubt this is of necessity. Under our system now I see no 
way to do it otherwise. But it is inevitable that requirements which 
are developed that far in advance are going to be subject to some kind 
of revision. They are subject to revision up to the time that Congress 
completes action on appropriation bills, and they are also subject to 
further revision after Congress completes appropriation action. 

Senator Dirksen. Where is the answer finally to the people who are 
right articulate? They come along, for instance, and ask a billion 

eight for the military. I am just using figures, 

Revisited Exrenver. You have the right igure. That is what they 
requested. 


CARRYOVER FUNDS 


Senator Dirksen. They have 4 billion « carryover. That is 5.8 
billion. They say in the year they will spend 2 2 billion. So at the 


end of the year they will have a carryover of 3 ‘Sitios. Bat they 
will tell you that they have programs to use the %.6 billion over a 


period of time, whether it is 1, 2, or 3 years, because of the lag and 
lead time inv oly ed. That would not show any sav ing. They are 


going to spend it somewhere along the )ine. 

The only way you could save is if you dropped out some of the 
things they are going to perform. But then you have to liquidate 
a part of the program. 

Mr. Merrram. That is right. I think the answer is, Senator, that 
by and large, as I understand it, your appropriations committee would 
review carefully the plans of the agency for the use of the money they 
are asking for this year. U nquestionably you would ask them what 
unobligated amounts they had, and perhaps there would be some 
questioning as to what the programs were for the use of those un- 
obligated balances. There is no requirement at present that you give 
a stamp of approval on the use of the unobligated balances. 


FUNDS TO FURNISH ENGLAND WITH AIRPLANES 


Senator E.tenper. We have been doing that, Mr. Merriam, for the 
past 4 or 5 years. Iam sure that Mr. McNeil and General Moore will 
testify to what we have done. For instance, just recently we found 
an appropriation made in 1954 to furnish England with airplanes. 
We thought it would be used for that purpose. This year they have 
used the money that we appropriated in 1954 for airplanes to start a 
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missile program in England without obtaining congressional ap- 
proval. 

Is it your view that they should come back to us? How would 
it be handled ? 

Mr. Merriam. You have a time factor here. On certain items 
there unquestionably has to be, in order to meet the problems of the 
Nation’s defense, an area of flexibility. 

The one thing which this proposal would do would be to require 
affirmative congressional action each year on the need for and the 
planned use of the money which had been appropriated for those 
aircraft. 

sae Sl RESPONSIBILITY FROM EXECUTIVE TO CONGRESS 


Senator Eitenper. We can do that now, as I see it, Mr. Merriam, 
and in my humble judgment, the net result of this bill would be to 
shift the responsibility from the Executive to Congress. That is 
what it would amount to, in my humble judgment. We give you the 
money, and say, “you have asked for it, here it is.” If you misspend 
it or do not spend it correctly, then you want to let Congress review 
it and let Congress assume some of the responsibility that is now in 
the executive department. Am TI right or wrong? 

Mr, Merriam. I would not phrase it that way. Certainly the 
Executive has never been accused—at Jeast not very often—of timidity 
In exercising its own judgment in the use of these moneys. On the 
contrary, it is usually the other way around. 

Senator ELLENDER. I agree with that. 

Mr. Merriam. On the other hand, I do think there is a very real 
consideration which should be given by the committee and by the 
Congress not only to this review of the unobligated balance but to a 
determination of what the expenditure program should be for the 
ensuing year. 

Senator Excenper. If we could review it and do something about 
it, I would agree with you. The trouble is we cannot do much about 
it. 

Mr. Merriam. T would not accept such a humble estimate of your 
ability. 

Senator Dir«sen. I think every Member of the Senate, in view of 
the national interest in this thing—frankly, I have had three com- 
mittees from home writing here on this item—and I am trying to get 
what I think is a good answer to give what we can expect. 








TRANSFER OF FUNDS TO OTHER PROGRAMS 


Returning to Senator Ellender’s illustrations, let us use an outside 
figure of $300 million with which to build airbases or airplanes which 
they decide not to use but want to transfer it to a rocket account. 
We can go into it. They can tell us. But they can tell you before 
they tell us in the Budget Bureau when they justify their request 
that they will not spend it for airplanes, they would rather have it 
for rockets. In the Budget Bureau in setting up the estimate you can 
let that $300 million lapse, but you can include an entirely new item 
of $300 million for missiles. But there has not been any saving. If 
they were in the position of transferring from one account to another, 
it would be the same as letting the first account lapse for airplanes and 
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setting up a new account in an equivalent amount for missiles. There 
would be no saving. You might get better performance by looking 
at it. I get back to the question, Where would the saving be, if any ? 7 

Mr. Merriam. I think I have to repeat it ae again depend on the 
congressional action and the use of the tool. I do not know how that 
could be estimated in terms of dollars. 

Senator Dirksen. But only as we reduced the program would you 
get any saving. 

Mr. Merriam. That is correct. 


TRANSFER AUTHORITY IN DEFENSE DEPARTMENT 


Senator Sauronsrauty. If I may ask one more qmestion. I would 
like to get this from the Bureau of the Budget, although I know 
Mr. MeNeil will testify to it. 

In your opinion, Mr. Merriam, does section 1 allow enough flexi- 
bility in the Defense Department to permit the Secretary of Defense 
to transfer between accounts that the President’s reorganization bill 
and the President’s message on the budget this vear indicate that 
he would like to have the Secretary have / 


TRANSFER OF EXPENDITURE CEILINGS 


Mr. Merriam. I believe it does, Senator Saltonstall, for this reason. 
It would seem clear to me that under this procedure with an accrued 
expenditure limitation you would have to have, and the Department of 
Defense would want, the ability to transfer expenditure ceilings just 
as it wants to have the ability to transfer obligational authority. 

Senator Sarronsrany. In other words, there would have to be in- 
cluded in the act specific language permitting him to transfer, as is 
requested by the President in this year’s budget. 

Mr. Merrram. That would be one way. The other way which we 
think is feasible and perhaps more desirable would be for the appro- 
— act for that particular year itself to contain authority for 

‘ansferability of expenditure limitations - well as what authority 


Coagtels will be willing to give on transfer of obligational 
authority. 


Senator Sarronsraty. Not only obligational authority but also 
expenditure limitations. So if you did that, the expenditure limita- 
tion would certainly lose some of its meaning. It would lose its 
meaning up to the amount that the Secretary could transfer. 

Mr. Merrtam. For a particular item, yes, but not in terms of the 
total. 


NEED FOR ADDITIONAL LEGISLATION 


Senator EL.enper. Just one more question, Mr. Merriam. Could 
not the executive branch install the accrued expenditure method of 
accounting and obtain the objectives of the Hoover Commission with- 
out any additional legislation ? 

Mr. Merriam. Of course, the accrued expenditure basis of ac- 
counting could be installed. for the executive review. It seems to me 
you would have an almost impossible situation—we are in fact devel- 
oping one that already has some problems—if the executive keeps 
its books one way and the legislative committees appropriate another 
way, there are complications. 

Senator ELrtenper. We depend on what you give us, as a rule. 
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USE OF COST-BASED BUDGETS 


Mr. Merrtam. Not always. We have had a number of sharp ques- 
tions raised this year from the House Appropriations Committee on 
the use of cost-based budgets, for example, in which they have in 
effect thrown out the cost-based budget submitted by the executive 
and gone back to the old obligational pattern. 

I think it is extremely important that there be unity between the 
Congress and the Executive. 


BUDGET AND ACCOUNTING ACT 


Senator Eitenper. Under the Budget and Ace ounting Act of 1921, 
as ‘amended, i in section 113 (ce), w hich I will ask be put in the record 
at this point, you are authorize «1 to do the very thing that you are now 
request ing. 

(The section referred to follows:) 

113. (c) As soon as practicable after the date of enactment of this subsection, 
the head of each executive agency shall, in accordance with principles and stand- 
ards prescribed by the Comptroller General, cause the accounts of such agency 
to be maintained on an accrual basis to show the resources, liabilities, and costs 
of operations of such agency with a view to facilitating the preparation of cost- 
based budgets as required by section 216 of the Budget and Accounting Act, 1921, 
as amended. The accounting system required by this subsection shall include 
adequate monetary property accounting records as an integral part of the system. 


POLICY ON ACCRUED EXPENDITURE BASIS BUDGETS 


Mr. Merriam. As far as our development of the budget is con- 
cerned, yes. 

Senator ELLenper. ( ertainly. 

Mr, Merriam. As a matter of fact, the Congress, in Public Law 863 
(84th Cong.), specifically stated as a matter of policy that it wanted 
the Executive to develop budgets on the basis of costs. 

Senator ELLenper. Exactly. 

Mr. Merriam. That is correct. In my opinion, this would go fur- 
ther and extend that to the appropriations, and then it also goes to 
the question of the annual review of the unobligated balances and the 
establishment of expenditure ceilings. 

Senator Ex,enper. If you had that available for us, as is now pro- 
vided in the law, do you not think Congress might do a better job? 

Mr. Merriam. We are providing a number of these now. 

Senator ELtienper. I know, but I mean if you go all the way. 

Mr. Merriam. Not if the Congress throws them out and wants an- 
other set of figures. 

Senator ELitenper. I go back to the proposition, as I said a while 
ago, I do not know of a thing you suggest that we cannot now do. 


HARMONY OF ACTION 


Mr. Merriam. Certain of these things can be done by administra- 
tive action, Senator. I would go back to my earlier thesis that there 
should be a harmony of action between the Congress and the Executive 
and that the Congress should impose expenditure ceilings so that they 
will have a better idea of what will be spent in any one year. For 
example, Mr. Chairman, last year I am sure the public must have been 
somewhat bewildered when the Congress announced, factually, that it 
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had cut the appropriation bills by $5 billion, but a few weeks later it 
was announced that expenditures for that year were going up. That 
was a pretty tought one to explain. 

Senator ELtenper. That is because you held back in previous years 
and expended it later. 


Mr. Merriam. No; it is through a variety of reasons too compli- 
cated to go into here. 


Senator ELLENpER. We will not go into that. 


EFFECTIVE TECHNIQUE OF CUTTING APPROPRIATIONS 


Senator Dworsuak. Actually, Mr. Merriam, there is no more ef- 
fective technique to save money than actually cutting appropriations. 
You cannot save money or curtail Federal spending unless you cut 
appropriations. 

Mr. Merriam. I think that is right, except for making savings in 
programs after appropriations have been made for them. In terms 
of relative magnitudes, the amounts of savings that are available in 


a program once underway are infinitestimal compared to savings 
involved in not starting programs. 

Senator DworsnaK. Many taxpayers assume that by mere book- 
keeping legerdemain savings can be effected notwithstanding appro- 
priations or administration, while actually the only way you can save 
money Is to cut appropriations. 

Mr. Merriam. I certainly agree with that. 


ANSWERS TO QUESTIONS SUBMITTED 


Chairman Haypen. I would like to ask as a final request, if you 
cannot do it tomorrow, to do it as soon as you can, and supply for 


the record answers to the questions I expressed at the beginning. 
Mr. Merriam. Yes, sir. 


May I express Mr. Stans’ regret at his inability to be here. He 
is out of town. 
(The information referred to follows :) 


The information is set forth below in terms of the numbered items in the 
chairman’s statement. 

1. Neither the provisions of S. 434, as passed by the Senate, nor the pro- 
visions of H. R. 8002, as passed by the House, are intended to provide for 
control of the items referred to in this question. 

Greater control over the items mentioned in question 1 could be exercised, 
however, apart from the proposal now before the committee. Authorizations 
to expend from public debt receipts could be abandoned in favor of specific 
appropriations. Contract authorizations are followed by appropriations, and 
such appropriations could be subjected to accrued expenditure limitations which 
would provide controls on an annual basis. Revolving and management funds 
could be subjected to annual limitations on their use. Annual appropriations 
with appropriate limitations could be substituted for many of the permanent 
appropriations now in use. 

2. We do not perceive any conflict between the President’s recommenda- 
tion for enactment of the accrued expenditure proposal and his recom- 
mendations for greater flexibility in the use of appropriations for the mili- 
tary departments. 

Regardless of whether appropriations continue to be made on the present 
basis or are made as provided for in H. R. 8002, the flexibility which the Presi- 
dent has requested is desirable and could be provided for. Existing law and 
rules permit the use of transfer provisions for appropriations made in the same 
act in which the transfer provision is contained, and we believe transfers be- 
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tween accrued expenditure limitations would be permitted under H. R. 8002. To 
remove any possible doubt, H. R. 8002 could be amended to provide specifically 
for such transfers, and we have discussed the possibility of such an amend- 
ment with Senator Saltonstall and with the committee staff. 

3. If H. R. 8002 had been in effect during fiscal year 1958, it would not 
have operated in any way to prevent the effective prosecution of the advance 
procurement program or the provisions for retroactive pay. 

Both the advance procurement program and the retroactive pay in the fiscal 
year 1958 required specific action by the Appropriations Committees. In the 
case of retroactive pay, a general provision increasing all existing limitations 
in the amounts necessary to permit payment of salaries retroactively was spe- 
cifically provided for in the legislation. Similar provisions could be applied 
if accrued expenditure limitations were in use. No additional clerical work 
would be required in such a situation. 

We do not believe any significant amount of additional clerical work 
should result from the use of limitations on accrued expenditures. We can 
see no basis whatsoever for estimates indicating the necessity for 5,000 
additional people in one department. 

Under the accrued expenditure limitation procedure, additional clerical work 
nay be necessary in some cases. However, we believe this will be insignificant 
in relation to the management benefits to be derived from this procedure. Fur- 
thermore, we would hope that refinements in accounting systems can be made so 
as to offset any additional work which may be required. 

4. Under H. R. 8002, payment for deliveries after June 30 would be 
charged against the limitation for the fiscal year in which delivery was 
made, without any other specific action by the Congress. 

Accrued expenditure limitations would be imposed at the appropriation level. 
The appropriations to which H. R. 8002 is most applicable generally are large 
in amount and cover thousands of contracts. Experience shows that within such 
appropriations early deliveries and slippages at the end of a fiscal year could 
be expected to offset each other to a considerable degree. In some cases, 
supplemental requests for a change in limitation may be necessary, but this 
should present no greater problem than under present practices, which frequently 
entail the need for supplemental action by the Congress. 

5. In addition to existing controls on the placing of orders, the “annual 
accrued expenditure basis’ would control the value of goods and services 
which could be received during a particular fiscal year. 

The present obligation system emphasizes control over the placing of orders— 
either for a particular year in annual appropriations, or for an indefinite period 
in no-year appropriations. This is the basic difference between the two systems. 
The obligation system does not require congressional action on use of available 
funds after an appropriation is granted. The accrued-expenditure system would 
automatically entail annual congressional review and action on the goods and 
services to be received by an agency in a particular fiscal year—in addition to the 
annual congressional authorization for the placing of orders. 

6. S. 484 would require annual review and action by the Congress on the 
entire program of an agency and the related budget estimates, based gen- 
erally on the type of accounting information provided for in Public Law 
863 of the 84th Congress. 

Present appropriation practice is directed primarily toward justification of the 
financing of agency programs. Since no positive action is required on the use 
of previously enacted appropriations, the present system does not provide for 
the presentation of such information on the use of prior-year authorizations as 
would be required under the annual accrued-expenditure appropriation pro- 
cedure. S. 434 is not directed to securing better accounting information: rather, 
it relates to a systematic procedure for presentation to, and positive action by, 
Congress on the type of accounting information now required by law to be de- 
veloped by Government agencies. 

7. S. 484 would not eliminate carryovers of unliquidated obligations. 

The carryover balances of appropriations would be eliminated, but there 
would be carryover balances of contract authority which would be roughly 
comparable in amount. However, expenditures against such authority would be 
controlled on an annual basis. 

8. Under 8. 434, the President would select the appropriations to be 
converted to the annual accrued-expenditure basis. 

The annual accrued-expenditure procedure would be applied on an evolu- 
tionary basis over a considerable period of time. Experience would determine 
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the extent to which it would be desirable and practicable to extend this pro 
cedure to the numerous small annual appropriation items. 


STATEMENT OF W. J. McNEIL, ASSISTANT SECRETARY OF DEFENSE 
GENERAL STATEMENT 


Chairman Haypven. Mr. McNeil, we are glad to hear from you. 

Mr. McNet. Thank you, Mr. Chairman. I have a short prepared 
statement that will answer some of the questions raised in your open- 
ing statement. 

The Senate and the House have each passed legislation relating to 
accrued expenditures in connection with appropriations. These sepa- 
rate proposals involve different approaches to the making of appro- 
priations. The Senate bill, S. 434, passed the Senate but was not taken 
up by the House. The House bill, H. R. 8002, was reported out by 
the House Committee on Government Operations in substantially 
identical form to the Senate bill. 

In the face of opposition to the bill reported by the Government 
Operations Committee, that committee discarded its bill and sup- 
ported the substitute bill which was offered by Mr. Wigglesworth with 
administration support. This substitute was passed by the House 
and is the bill which is now being considered by vour committee. 


PROVISIONS OF HOUSE BILL 


This proposed bill : 

(1) Provides for appropriations to be made in the same manner 
as at present and would continue to be available for incurring obliga- 
tions in the normal manner; 

(2) Does not involve the use of unfunded “contract authority” in 
whole or in part; 

(3) Provides that payments, or the liquidation of obligations, would 
be made in the same manner as at present, subject, however, to a limi- 
tation on the annual accrued expenditures for each appropriation 
when such a limitation is included in the appropriation act; and 

(4) That whenever the President determines that a satisfactory 
system of accrual accounting has been established, each proposed 
appropriation request thereafter transmitted to the Congress shall 
be accompanied by a proposed limitation on the annual accrued 
expenditures. 

The proposal also contains authority to make provision in appro- 
priation acts for rescission, transfers, or reappropriations of unex- 
pended balances found to be no longer needed for their original 
purposes. 

FLEXIBILITY IN APPLICATION OF EXPENDITURE LIMILATION 


The Department of Defense was asked to provide its views on this 
amendment while the legislation was being debated on the floor of 
the House and it was our view that it overcame some of the major 
weakness and defects of the previous proposals. However, the De- 
partment of Defense pointed out that it would be necessary to provide 
for flexibility in the application of any expenditure limitation, par- 
ticularly in light of rapid changes in technology and to permit adjust- 
ments in various programs funded from different appropriations. 
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The position of the Department of Defense was stated in a letter 
— by Deputy Secretary Quarles, dated March 5, 1958, a copy of 
which is available for your record. 

(The letter referred to follows :) 


"THE SECRETARY OF DEFENSE, 
Washington, March 5, 1958. 
Hon. GLENNARD P. Lipscoms, 
House of Representatives. 


Dear Mr. Lipscoms: Reference is made to your telegraphic inquiry for com- 
ments of the Department of Defense with respect to H. R. 8002. It is under- 
stood from the Bureau of the Budget that your request refers to a proposed 
amended version, copy of which is enclosed. 

From a reading of the amended version, the language of which we understand 
has been worked out with the Bureau of the Budget, it is understood (1) that 
whenever the President determines that a satisfactory system of accrual ac- 
counting has been established, each proposed appropriation request thereafter 
transmitted to the Congress shall be accompanied by a proposed limitation on the 
annual accrued expenditures; (2) that the appropriations would be made in 
the same manner as at present and would continue to be available for incurring 
obligations in the normal manner; (3) that the proposal does not involve the 
use of unfunded “contract authority” in whole or in part, and (4) that pay- 
ments, or the liquidation of obligations, would be made in the same manner as 
at present, subject, however, to a limitation on the annual accrued expenditures 
for each appropriation when such a limitation is included in the appropriation 
act. 

The proposed amendment also contains authority to make provision in appro- 
priation note for rescissions, transfers, or reappropriations of unexpended bal- 
ances found to be no longer needed for their original purposes. ‘This provi- 
sion we understand would formalize a procedure which has been in existence for 
some time whereby rescissions, transfers, or reappropriations have been effected 
under new appropriation bills. 

The language of section 3 of the proposed amendment which would pro- 
vide for appropriations to be made, and obligations to be incurred, in the same 
manner as at present, is of vital importance in the Department of Defense for 
the proper execution of programs for the procurement and production of all 
major items of equipment as well as for research and construction. 

However, because of the need for some flexibility to take advantage of scien- 
tific and technological progress, and to permit adjustments as necessary in 
various programs funded from different appropriations, authority for transfer 
of expenditure limitations between appropriations within the Department is 
necessary for the efficient and economical operation of the overall military pro- 
gram. Therefore, “it would be hoped that the proposed amendment could be 
interpreted to permit the inclusion in an appropriation bill of authority to trans- 
fer, during a given year, with the approval of the President, an unexpended 
portion of an expenditure limitation from one appropriation to another within 
an executive department, provided the total expenditure limitation for all ap- 
propriations to that executive department is not exceeded.” In our opinion, 
this would be consistent with the request contained in the President’s budget 
message for the Department of Defense to be granted authority to make trans- 
fers of obligational authority between appropriations. While the legislative 
history, including floor debate, might make this clear, you may find it desirable 
to add clarifying language on this point. 

In the light of the foregoing understandings with respect to the effect of the 
proposed amended version, and subject to the comment with respect to transfer 
authority, the Department of Defense supports the amendment as in accord 
with the program of the President. 

Sincerely yours, 
DonaLp A. QUARLES, Deputy. 


PROVISIONS OF SENATE BILL 
Mr. McNetz. Under the provisions of H. R. 8002 as now being 
considered by the Senate: 


(1) Appropriations would continue to be made in the same manner 
as at present and be available for incurring obligations in the normal 
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manner. This is of vital importance in the Department of Defense 
for the proper execution of programs with continuing type appro- 
priations for the procurement and production of all major items of 
equipment as well as for research, development, and construction. 
This avoids the evil of the so-called June buying rush. 

(2) The use of unfunded contract authority in whole or in part 
would not be involved. Here again the legislation would adhere to 
the accepted principles of full funding of programs at the time of 
their initiation and would avoid the serious internal difficulties of 
administering appropriations made on a part cash and part contract 
authority basis as well as avoid the disadvantages outlined by Mr. 
Taber and Mr. Cannon on the floor of the House and the House Ap- 
propriations Committee in House Report No. 216. 

(3) Under the legislation as proposed the timing and method of 
establishing this system are at the direction of the President, who 
has stated that he w ould, of course, expect a budget system based on 
annual accrued expenditures to be developed and | applied by the De- 
partment of Defense in a manner consistent with the effective oper- 
ations of this Department. 


INCREASED EMPHASIS ON EXPENDITURE CONTROL 


A basic advantage which can be derived from the enactment of 
legislation of this character is that under the proposed legislation 
there would be increased emphasis both in the executive branch and 
in the Congress on the expenditure side of the problem—and this 
could serve an overall useful purpose. It would result in Congress 
sharing in the expenditure problem whereas today if expenditure 
limitations are to be imposed, it is solely the responsibility of the 
executive branch and in our case, the burden really rests with the 
Department of Defense. 

In implementing this legislation the following factors must be 
recognized : 

ALLOTMENT-TYPE CONTROLS OVER EXPENDITURES 


(1) Allotment controls covering accrued expenditures in addi- 
tion to the allotment system used to control obligations, would be 
required. This is so because an expenditure limitation must cover 
the expenditures from current obligational authority as well as from 

obligational authority utilized from prior years. The imposition of 
separate allotment controls on ex xpenditures would, of course, be 
worldwide in all defense activities and, as in the case of obligational 
authority, each subdivision would have to include an amount for 
contingencies which might never occur, with the result that some 
portion of the expenditure authority could never be used, since it 
would expire at the end of the fiscal year. This “breakage” is the 
normal result of operating under any widespread allotment or limi- 
tation procedure. This means that, unless the expenditure limitation 
included an amount to offset the breakage there would be the equiva- 
lent curtailment of programs. In our opinion additional paperwork 
and personnel would be required to administer the proposal. 
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FLEXIBLE EXPENDITURE LIMITATIONS 


(2) Expenditure limitations—whether by appropriation or for the 
Department as a whole—would have to be sufficiently high to provide 
for the actual expenditures plus an amount equal to the value of goods 
and services delivered but not paid for by the end of a fiscal year. 

The feature of the proposal, as it now stands, with its corresponding 
legislative history, which would adversely affect efficient and economi- 

‘al administration of the overall military program is the provision for 
an expenditure limitation on each appropriation. The President has 
requested reasonable flexibility between appropriations and between 
services. In the Department of Defense the need for flexibility is 
inherent both in obligations and in expenditures—in fact, the need 
for flexibility in expenditures between programs is much more neces- 

sary than in the case of obligations. The necessity for flexibility in 
the case of obligational authority has been recognized for several 
years. The need for increased flexibility was recognized by the House 
in their action on the Defense bill this year and the Senate currently 
had the request under consideration. The timing of the making of 
obligations can be controlled, but the progress and implementation 
of programs depend on many factors beyond the control of the Depart- 
ment of Defense—as, for example, weather in the case of construction 
and technological problems or breakthroughs in the case of new 
weapons. 

Legislation enacted by the Congress providing for accrued expendi- 
ture limitations should be on the basis of the foregoing understandings 
and, in any event, in a form which recognizes the need for the degree 
of flexibility in the administration of defense appropriations stated by 
the President to be necessary. This could be accomplished by a single 
expenditure limitation for the Deaprtment as a whole. On the as- 
sumption that provision will be made for this necessary flexibility to 
make possible the efficient and economical administration of the over- 
all military program, the Department of Defense supports the House 
version of the legislation. 


DEPARTMENTWIDE ACCRUED EXPENDITURE LIMITATION 


Chairman Havypen. I take it that you have answered the question I 
asked about referring to the three messages that the President had 
delivered, and the substance of your answer is that it should be a single 
expenditure limitation for the Department of Defense as a whole. 
Why would that not be applicable to all departments of Government ? 

Mr. McNet. I think it would, sir. I thought I could speak more 
intimately about affairs in the Department of Defense. 

Chairman Haypen. That is, if we were to have an accrued expendi- 
ture limitation on each individual department rather than make a 
general law that would meet your wishes? 

Mr. McNetu. Yes, sir. 


PROPOSED LANGUAGE 


Chairman Haypen. Will you suggest the text of an amendment to 
the House bill that will ac« ‘omplish that pur pose ? 

Mr. McNetu. We can, sir. I will submit it, perhaps tomorrow, if it 
is satisfactory. 
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Chairman Haypen. And if you will be kind enough also to submit 
such comments as you may think proper with respect to the questions 
T raised in my statement, I would appreciate it. 

(The requested material follows :) 


ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C. 
Hon. Cart HAYDEN, 
Chairman, Appropriations Committee, 
United States Senate. 

Dear Mr. CHAIRMAN : During the course of the Appropriations Committee hear- 
ing on H. R. 8002, a bill to provide for improved methods of stating budget 
estimates and estimates for deficiency and supplemental appropriations, the 
Department of Defense was requested to submit an amendment to the bill to 
provide for an accrued expenditure limitation on each individual department as a 
whole. Comments were also requested on the questions contained in the opening 
statement of the chairman of the committee. 

There is attached hereto the draft amendments requested by the chairman 
which, in the opinion of this Department, would clearly provide that when it has 
been determined by the President that satisfactory accrual accounting systems 
have been established, the appropriation estimates for each agency would be 
accompanied by a proposed single limitation on accured expenditures for the 
fiscal year concerned for the Department as a whole. The amendment would 
also provide for the administration of the limitation as a single limitation on the 
Department as a whole and would make the necessary amendment to section 
2 (a) of the bill relating to congressional rules so as to authorize the inclusion 
in appropriation acts of a single limitation on accrued expenditures for a Depart 
ment as a whole. 

As indicated in the testimony, the proposed amendment would constitute a 
means of achieving the flexibility necessary to permit the successful administra- 
tion of the legislation, if enacted. 

There are also enclosed herewith, as requested, comments on the questions 
raised in the opening statement. Particular attention is invited to the com- 
ment on question 8 with respect to the adaptability of annual accrued expendi- 
ure basis of appropriation to the continuing type or no-year appropriations. Con- 
trary to the premise of this question, it cannot be too strongly emphasized that 
the major complexities of the annual accrued expenditures basis system of appro- 
priation would be involved in the application of such a system to the programs 
for aircraft, missiles, ships, research and development, and construction in the 
Department of Defense. It is precisely because of its concern that these vital 
programs might be impeded or curtailed that the Department of Defense has 
attempted throughout its testimony on these proposals to point out the means of 
applying the principle in continuing type appropriations without a return to the 
outmoded practices of partial funding, the use of part cash and part contract 
authority, and the June buying rushes. On the other hand, the Department of 
Defense has recognized that the adaptation of the principle to the annual or 
“Salaries and expenses” type appropriation would be much easier. 

Sincerely, 
W. J. MCNEIL. 


DEPARTMENT OF DEFENSE COMMENTS ON QUESTIONS RAISED IN THE OPENING 
STATEMENT OF SENATOR HAYDEN AT THE HEARING ON H. R. 8002 


e answers are numoperec o corresponc oO 1e questions 
(Th s bered to co 1 to the quest ) 


1. The Department of Defense can offer no constructive suggestions with re- 
spect to the effective way to control expenditures from (a) authorizations to 
expend from public-debt receipts, (6) contract authorizations, (c) revolving and 
management funds, and (d) permanent appropriations. 

2. As indicated in its testimony on the Defense Appropriation Act for fiscal 
year 1959, the Department of Defense has currently requested congressional con- 
sideration of its proposal to provide increased flexibility for use of obligational 
authority through enlargement of the emergency fund technique which has been 
provided by the Congress in previous appropriation acts. 

The matter of increased flexibility in the case of proposed accrued expenditure 
limitations was discussed during the course of the hearings on H. R. 8002 and the 
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draft amendment requested by the chairman of the committee would provide such 
flexibility needed in the Department of Defense. 

8. As indicated in the testimony, congressional action in the form of supple- 
mental amendments to previously established expenditure limitations would 
have been necessary as a result of the enactment of the Federal Employees 
Salary Increase Act of 1958 with its retroactive feature. 

Also, as indicated in the testimony, more clerical work would be required in 
the Department of Defense to administer an accrued expenditure limitation, since 
such a system would require expenditure controls separate from those now exist- 
ing on obligational authority. 

4. As indicated in Department of Defense testimony, under a _ situation 
where goods and services were expected to be delivered during 1 fiscal year but 
were not actually delivered until the subsequent fiscal year, no provision in the 
accrued expenditure limitation for the subsequent year would have been made 
and there would be a requirement for congressional action to cover any deficiency 
in the accrued expenditure limitation occasioned by such unanticipated contin- 
gencies. In the event congressional action would not take into consideration 
covering the deficiency, it would be necessary to curtail programs or cancel con- 
tracts calling for deliveries in excess of the limitation. 

5. There is attached hereto a brief analysis of 8S. 434, which covers this question. 

6. It is unlikely that more information might be available under a system 
calling for an accrued expenditure limitation, although, as indicated in the testi- 
mony of the Bureau of the Budget, perhaps a more detailed examination of the 
available information might be required. 

7. As indicated in the testimony, this legislation would have no particular 
effect on reduction of the carryover or unliquidated contract authority. 

8. With respect to this question, the Department of Defense would like to point 
out that the system of “annual accrued expenditure basis” of appropriation would 
be much more adaptable to the numerous annual appropriations of the executive 
departments such as salaries and expenses rather than to the appropriations 
which involve long-lead-time procurement. There would be little, if any, com- 
plication involved in the adaptation of annual accounts to the accrued expenditure 
basis since, in general, the major portion of these appropriations are expended 
prior to the end of the fiscal year in which they are made. However, it is in the 
appropriations of the continuing type or no-year appropriations which support 
programs covering periods of years where the complexities of administering 
the appropriations on an annual accrued expenditure basis arise. (The analysis 
of S. 434 atached as answer to question No. 5 covers this point in more detail.) 


REQUESTED AMENDMENT TO H. R. 8002 


At page 1, line 6, delete: 

“(b) Whenever the President determines there has been established a satis- 
factory system of accrual accounting for an appropriation or fund account, each 
proposed appropriation thereafter transmitted to the Congress for such account 
pursuant to the provisions of this Act shall be accompanied by a proposed limi- 
tation on annual accrued expenditures.” 
and insert in lieu thereof the following: 

“(b) Whenever the President determines there have been established satis- 
factory systems of accrual accounting for appropriations or fund accounts of 
a department or establishment, proposed appropriations thereafter transmitted 
to the Congress for such accounts pursuant to the provisions of this Act shall 
be accompanied by a proposed single limitation on the total annual accrued 
expenditures in such accounts for the department or establishment as a whole.” 

At page 2, line 3, delete the words: “Whenever an appropriation is subject to 
a limitation’’, and insert in lieu thereof the following: “Whenever the appropria- 
tions of a department or establishment are subject to a single limitation”. 

At page 2, line 10, before the word “limitation” insert the word “single”. 

At page 2, line 16, before the word “limitation” insert the word “single”. 

At page 2, line 21, before the word “limitation” insert the word “single’”’. 

At page 3, line 7, delete the word “limitations” and insert in lieu thereof “a 
single limitation for each department or establishment”, 
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ANALYSIS OF S. 434 


(Passed by the Senate and identical to the bill reported by the House Committee 
but not accepted by the House) 


The Department of Defense was first called upon to testify on this provision 
when it appeared as a part of legislation proposed in the 2d session of the 84th 
Congress. Since the proposal was in such general terms as to make it prac- 
tically impossible to determine how it was to be implemented, Department of 
Defense testimony at that time was designed to point out the need for develop- 
ment of a specific plan for implementation. In the absence of a specific plan, 
the proposal was dropped from the legislation which included other Hoover 
Commission recommendations enacted in the 84th Congress as Public Law 863 

The proposal was reintroduced in the 85th Congress as S. 434 and, as a result of 
the continuing attempts on the part of the Department of Defense to learn how 
it was proposed to be implemented, the proponents, in March 1957, finally pro- 
vided a statement as to the manner in which the legislation would be imple- 
mented. That statement was as follows: 

“(1) Appropriations on an accrued-expenditure basis would be obligated and 
expended for goods and services which would be delivered in the current year 
whether such goods and services were ordered under obligating authority in 
prior years or under current-year appropriations. In other words, orders placed 
in prior years which are to be delivered in the current year become charges against 
current-year appropriations and additional obligations for goods and services to 
be delivered in the current year may be entered into to the extent of the differ- 
ence between (1) the total of the appropriation, and (2) the orders from prior 
year obligating authority which are to be delivered during the current year. 

“(2) The legislation authorized inclusion in appropriation acts of contract au- 
thority. The amount of such authority would be in addition to the appropriation 
for annual accrued expenditures. The contract authority would be used to cover 
obligations for goods and services which would be received in subsequent years. 

“(3) Where a specific contract contemplated receipt of goods and services both 
in the current year and in subsequent years, the obligational authority therefor 
would be derived (1) from the appropriation on an annual accrued erpenditure 
basis for goods and services to be delivered in the current year, and (2) from the 
contract authority for goods and services to be delivered in subsequent years. 

(4) Whether the unused balance of the contract authority at the end of the 
year would lapse or be carried forward would depend upon the terms of the 
appropriation Act. ‘However, in view of the stated objective of the Hoover Com- 
mission to control Government programs on an annual basis, it seems unlikely 
that there would be any inclination to continue the unused balance of the contract 
authority beyond the close of the current fiscal year. 

“(5) Whether the contract authority would be sufficient to complete a project 
or simply to cover the obligations (over and above accrued expenditures in the 
current year) to be incurred in the current year is a question which would be 
decided—as it is presently—in connection with each specific appropriation. 
Hither basis for stating the contract authority would fit the contemplated pro- 
cedure. 

“(6) Under subsection 1 (e), the appropriation would lapse at the end of the 
year. Payment for goods and services which were intended for delivery within 
the year but not received until the following year would be charged against the 
appropriation for the following year. Similarly, unused contract authority 
which lapsed at the end of the year would have to be justified for the succeeding 
year. 

“(7) Allotment controls would be required, as at present, but they would be 
divided into two parts—one to control deliveries to be accepted during the year 
regardless of whether the orders were placed in the current year or prior years, 
and the other to control obligations for goods and services to be ordered during 
the year under contract authority for delivery in subsequent years.” 

(While it is obviously difficult to simplify the foregoing statement, it is 
clear that in the case of any item whose production cycle is for a period longer 
than 1 year, the funds would have to be derived from 4 sources; i. e., the 
obligational authority made available in the first year, the expenditure authority 
made available in the first year, the obligational authority made available 
in the second year, and the expenditure authority made available in the second 
year. If the production cycle was for 3 years, the funds would be derived from 
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6 sources and, to the extent that all bills were not paid in the third year, 
there would be a seventh source of funds. ) 

Further, the Department of Defense in its testimony—in line with the then 
administration position—did not oppose the principle of making appropriations 
either on a cash or accrued expenditure basis, but believed it a duty to point out 
that, if implemented as indicated : 

(1) The legislation would cut squarely across the full funding principles 
adhered to consistently by the Department of Defense and the Appropriations 
Committees ; 

(2) The lapsing of obligational authority on June 30 would reinstate the 
June buying rush with all of its evils: 

(3) It would provide a return to the system of making appropriations on 
a part cash and part contract authority basis which has been found completely 
unsatisfactory from earlier experiences, both in defense and governmentwide, 
as indicated in the statements of the views of Messrs. Cannon and Taber. 

“This testimony from an ardent supporter of the Hoover Commission report 
ought effectively to lay to rest the wholly absurd claim of saving of $4 billion. 
The Budget Director says he never has been willing to say there would be 
any savings—it is too intangible. But even more persuasive is the view of the 
gentleman from New York [Mr. Taber] who, from long experience on the 
Committee on Appropriations, had no trouble in quickly and accurately sizing 
up the fallacious and preposterous dimensions of this proposition. He has 
unequivocally opposed the suggested change, perhaps not so much on account 
of the absurd claim of expenditure reduction but more because it would mean 
an automatic return to the use of granting contract authority, a procedure 
abandoned generally some years ago. The Congress found from hard experience 
that contract authority costs the taxpayers more money in the long run. In 
this respect, the present system is much to be preferred” (p. 6132, Congressional 
Record, May 14, 1957). 

See also the following views of the entire House Committee on Appropriations 
(H. Rept. No, 216, March 21, 1957, p. 5) : 

“Contract authority is a workable device but not the most economical. It is 
an old and familiar friend to the Committee on Appropriations and the Congress. 
It was used extensively for many years. It has been found wanting. It was 
generally abandoned in appropriation bills. back in 1951, although its use is 
growing in substantive legislative bills. Far from contributing to economy 
and retrenchment, it tends to the opposite effect. It ties the hands of the Presi- 
dent and the Congress in making up and considering future appropriation budgets 
by introducing undesirable rigidities into the budget picture. It is a snare and 
a delusion. Its ‘appeal’ is one of its principal defects. It is often viewed as 
‘merely an authorization,’ with the consequent tendency to pass over it more 
lightly, to fail to give it the same thorough examination as a direct appropriation. 
Psychologically, the situation can be likened to a charge account at the store— 
relatively easy to open because it is not necessary to have the cash in hand. 
Moreover, subsequent appropriation requests to pay the bills incurred under 
prior contract authority are frequently viewed as being beyond reach—the 
attitude that ‘we have no choice but to pay the bill.’ That has been the practical 
effect of using it in many instances.” 

The Department of Defense position on this initial proposal was summed 
up as follows: 

“We believe the present basis system of appropriating obligational authority— 
granting that improvements might be made—is in the best interests of the tax- 
payer whether or not accrual expenditures are recorded and utilized as part 
of the budget process. If the Congress chooses, however, to provide obligational 
authority in some other manner it would not, in our opinion, be in the best 
interest of the Government to do so by providing part so-called cash appropria- 
tions and part contract authority. 

“If the Congress chooses to provide obligational authority on a contract au- 
thority basis and appropriate on an annual expenditure basis the accrued expen- 
diture basis is not important—there is a suggestion we might make which would 
involve consideration of the overall cost of each program presented and at the 
same time involve full consideration and review of expenditures. It is simply 
to provide obligational authority in full amount (not part cash and part contract 
authority) for programs authorized by Congress—on a no-year basis for pro- 
curement, construction and research in our case—in a manner somewhat similar 
to the present act, but in a part II of the act to provide after examination and 











126 AMENDMENT TO BUDGET AND ACCOUNTING ACT 


review of programs—the aggregate amount approved for expenditure for each 
department for the fiscal year—either on a cash expenditure basis or on an 
accrued expenditure basis.” 


Chairman Haypen. Are there any other questions? 
PRESIDENT’S REQUEST FOR TRANSFERABILITY 


Mr. McNet. I notice you raised several points in your opening 
statement. I might comment on 3 or 4 of them, if you desire. 

Chairman Haypen. Yes. 

Mr. McNet.. I might say in connection with this amendment we 
will work with the Bureau of the Budget to be sure that we get the 
language as near right as we can. 

Chairman Haypen. Very well. 

Mr. McNer. You mentioned in your opening statement. whether 
this present bill was consistent with the President’s request for trans- 
ferability. I do not believe it is. This amendment you suggest we 
submit, would take that into account. 


SUPPLEMENTAL APPROPRIATION PROBLEMS 


On the question of whether in the case of retroactive pay, for ex- 
ample, a supplemental or some such action would be necessary in the 
ease of an expenditure ceiling, I think the answer must be, “ Yes.’ 

You asked whether more or less clerical work would be nec essary. I 
believe I answered that in my statement. It would require the neces- 
sary personnel to operate a separate expenditure system because it 
will have to be under control. 

You asked the question in instances where goods and services are 
expected to be delivered by June 30, were not actually delivered until 
a subsequent fiscal year, what action would be required in order to pay 
the contractor. Would it be necessary in each instance to obtain in a 
supplemental appropriations bill a provision providing for an in- 
crease in the accrued-expenditure limitation for the following year. 
I believe the answer to that would have to be “Yes.” Not on a spe- 
cific transaction, but in total, “Yes.” 

If you had $500 million worth of material which could not be de- 
livered by June 30, and we did not know about it in the spring when 
the budget was submitted, we would have to ask for an amendment 
in the bill to provide for the increased limitation in the following 
year, even though we had not used all of the previous year’s limita- 
tion. 

EFFECT OF FAILURE OF CONGRESS TO ACT 


Chairman Haypen. How would it work if the Congress failed to 
providethe money? Would not everything be tied up / 

Mr. McNeiu. Yes. You would either have to cancel contracts or 
do something else. 

Chairman Haypren. It would have to be done on time. 

Mr. McNrw. That is right. That is one of the inherent problems 
here. In trying to be helpful as we could we suggested if the Con- 
gress desired an overall limitation on expenditures, it could work, 
We could make it work. It may have some advantages as pointed 
out. 

Senator Sarronsrauy. Is it fair to Congress—this is perhaps 
fairly broad language—to have us make one limitation? For in- 
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stance, you have a budget of $38 billion in round figures. To say you 
shall not exceed the expenditures under that $38 billion or that this 
year they shall be $34 billion, is it fair to Congress, or does Congress 
really do anything when it ‘puts on a thing so big as that and so 
general? Why could it not be covered just as well by having, as Mr. 
Merriam suggested, the opportunity for C ongress, W ithin certain limi- 
tations—we will say $2 billion in the President’s budget—to transfer 
on expenditure limitations from one of your items to another of your 
items? You have 27 items; do you not ¢ 

Mr. McNett. Twenty-seven large ones and about tw enty-one cover- 
ing smaller amounts. However, of the total of 48—37 deal with 
activities of major importance and 11 with lesser significance. 

Senator SartonstaLi. Yes. Supposing you had “expenditure limi- 
tations on each of those 27 items and we put in a section saying, “You 
shall transfer $2 billion from 1 appropriation and 1 expenditure 
limitation to another.” That would accomplish your objective ; would 
it not? 

Mr. McNet. I believe the bill would still require an amendment. 

Senator Satronsrauu. The bill would require amendment; yes. 


TRANSFER OF EXPENDITURE LIMITATION 


Mr. McNet. You could arrange for transferability of expenditure 
limitation between appropriations with a total not to be exceeded. 
That would accomplish the same result. It is almost one and the 
same, 

Senator Sattonstatt. When you say under one appropriation of 
$38 billion, in round figures, that seems to me unfair to Congress, 
because you are simply saying Congress shall say you shall spend only 
$36 billion a year. It -annot possibly know pe it is talking about 
when you do the whole thing. If you cut them down it is a better 
idea. 

Mr. McNet.. I think the total would be made up of the estimates 
of expenditures on each individual appropriation. 

Senator SALTonsTaLL. On each of the 27 items. 

Mr. McNet. Yes; plus the 21 lesser ones. It would be built up 
in that way. The transferability of expenditure limitations, which I 
repeat, is more necessary than transferability of obligational author- 
ity 

Senator SattronsraLu. There would require an amendment in sub- 
section (b) on page 1, line 6, through line 2 on page 2. That is where 
your amendment would have to come in; would it not ? 

Mr. McNett. I will have to work on that. I do not believe I can 
give you an answer “off the cuff.” 

Senator Dirksen. Of course, Mr. McNeil, you set an overall limita- 
tion and then you expand and amplify your transfer authority, so 
we are no longer talking about limitations. 

Mr. McNett. For a total; yes, sir. 

Senator Dirksen. Yes. In other words, limitations then just be- 
came nothing more than a term. 

Mr. McNett. It becomes a limitation on the total expenditure, sir. 

Senator ELtenper. That can be fixed by the Executive as it has been 
in the past. 

Mr. McNetu. Yes. 
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ADDITIONAL’ EMPLOYEES REQUIRED 


Senator Exvienver. I would like to ask you two questions, Mr. 
McNeil. You stated in your testimony that it would require addi- 
tional employees in the Defense Department. What is your esti- 

mate as to the number that would be required ? 

Mr. McNew. I have tried to get a reasonable fix on it. It will run 
into several thousand, counting those all over the world. 

Senator Evtenper. Several thousand ? 

Mr. McNeu. Yes; it cannot help but be. 

Senator ELteNpEr. Would you say 5,000 or 6,000 ? 

Mr. McNet. I should think it would run that high or perhaps a 
little more. It would be not quite as many again as it ‘takes to operate 
an allotment system for obligations. 

Senator E.tenper. The next question is: How much money would 
we save if we passed H. R. 8002? 

Mr. McNet. There is no direct saving that I know that can be made. 
A little while ago there was mentioned this aircraft deal. The only 
thing that saves money is a decision to cancel once it is known not to 
work. 

I believe in that case it was canceled as soon as it was reasonably 
certain that that engine did not have enough power to make the air- 
craft operate. 

Senator ELteNper. Congress could not have helped you ? 

Mr. McNew.. I think it was canceled as quickly as it could have been 
done. I know about that case pretty well. 

Senator Entenoer. [f it is necessary for you to hire from 5,000 to 
7,000 more peonle to carry out the provisions of H. R. 8002 would 
that not be an additional expense ? 

Mr. McNru.. In that sense, yes. We might not hire any more but 
thev would do less of some other kind of work. 

You can also do that. There could be some management improve- 
ments that would result from a closer watch on expenditures. It 
might balance out. You might havea profit. I could not assure that 
you would have a profit, however. 

Chairman Haypen. Are there any further questions of Mr. McNeil ? 


CARRYOVER AUTHORITY 


Mr. McNet. I have one other paint, sir. There has been discussed 
sometimes the question about carryover 

Senator Ellender keeps on our toes on that question. I appreciate 
it because we probably watch it just a little bit closer because of it. 

I am sure we do. 

Whether you use contact authority or the present method of appro- 
priations, the carryover will be identical under each operation. It 
will just be nsing a different term for it. You will not get rid of earry- 
over authority. 

Senator ELLenper. But you will be able to lessen it some ? 

Mr. McNett. Not because of this bill. 

Senator ELLenper. No. 

Mr. McNru. We might be able to lessen it because of running the 
— iness a little different, You have helped us to get it down. 

nator EnLenpEr. Yes. 
i th: ank you for the compliment, Mr. McNeil. 
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OPPOSITION TO BILLS 


Chairman Haypen. I will insert a letter in the record I have re- 
ceived from the United Aircraft Corp., together with a detailéd state- 
ment in opposition to these bills. 

(The material referred to follows :) 

UNITED AIRCRAFT Corp., 


East Hartford, Conn., July 8, 1958. 
Re §. 434 and HH. R. 8002. 


Hon. CarkL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Washington, D.C. 

DEAR SENATOR HAYDEN: We respectfully submit for your consideration and 
that of your committee a statement with respect to S. 434 and H. R. 8002, both 
dealing with the annual accrued expenditure system of appropriation or ex- 
penditure control. 

We feel strongly that S. 434 would impose insuperable financial burdens on 
manufacturers of long lead-time items, would disrupt production, and would ad- 
versely affect the costs of Government procurement. H. R. 8002, as it passed 
the House of Representatives, works an improvement upon S. 434, but still places 
serious risks upon defense contractors. 

We invite your attention to the enclosed statement which gives the reasons for 
our concern over the bills. We have attempted to keep this statement brief by 
confining it to the single aspect most pertinent and most hazardous to Govern- 
ment contractors. Additional information and details will gladly be supplied 
if desired. 

Sincerely, 
Rosert E. Beacnu, Corporation Counsel. 


UNITED AIRCRAFT CORPORATION STATEMENT IN OPPOSITION TO 8. 4384 AND 
H. R. 8002 (ANNUAL ACCRUED EXPENDITURES) 

Recommendation No. 7 in the report on budget and accounting of the Second 
Hoover Commission reads: 

“That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods and 
services estimated to be received.” 

Legislation designed to put this recommendation into effect was introduced in 
1956, but failed of passage in the House of Representatives. A modified ver- 
sion of the 1956 bill passed the Senate in 1957. <A similar bill (H. R. 8002) 
was considered by the House in March 1258, which drastically revised the bill 
by substituting the Wigglesworth amendment for its complete text. H. R. 8002 
as so amended is before the Senate for consideration. To avoid confusion, this 
will be referred to as the Wigglesworth amendment. 

It is our understanding that the provisions of S. 434 (Kennedy bill) as well 
as the Wigglesworth amendment may be considered by the Senate Appropriations 
Committee in the course of current hearings. We are strongly opposed to 8S. 434 
and hope that it will not pass. The Wigglesworth amendment seems to correct 
one of the major defects of S. 434 and so is less objectionable, but we do not urge 
its passage. The basis for our objection lies in the financial hardship which would 
be i.uposed upon all defense contractors supplying long lead-time items to the 
Government. 

The proponents of this legislation have made extravagant claims regarding the 
benefits to be realized from its passage. They have said that billions will be 
saved, and Congress will recover control of the purse strings. We are not op- 
posed to these objectives, although we do not understand how this bill will 
accomplish all that, and we observe that others, including the House Committee 
on Appropriations, have similar doubts. However, we do not feel qualified to 
express an opinion on the effect this bill may have on internal government 
operations. But we are vitally concerned with its impact on procurement. 

The portions of 8S. 4384 affecting procurement seem to be the following: 

a A 

“(¢) The amount of proposed appropriations referred to in sections 201 
(a) and 203 of this Act shall, to the maximum extent deemed desirable and 
practicable by the President, be determined on an annual accrued expendi- 
ture basis. 
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“Annual accrued expenditures shall relate to goods and services to be re- 
ceived in a fiscal year, advance payments, progress payments, and such other 
payments as are authorized by law to be made in such fiscal year. * * *” 


* * % * * me * 


“(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued ex- 
penditures under such appropriation or fund shall lapse, unless hereafter 
provided otherwise in an appropriation act or other law. * * *” 

“Sec. 2. (a) Whenever an appropriation bill or an amendment thereto pro- 
vides for an appropriation in terms of annual accrued expenditures, or specifies 
than an appropriation therein is based upon annual accrued expenditures, it shall 
be in order to provide in any such appropriation bill or in any amendment 
thereto the authority to enter into contracts for the purposes of such appropria- 
tion in an amount in addition to the amount of such appropriation.” 

These provisions are usually vague and leave much room for interpretation. 
However, it appears from them and from testimony adduced at prior legislative 
hearings that appropriations for acquisition of aircraft and other supplies during 
any fiscal year would be passed by the Congress in June of the preceding fiscal 
year. The funds so appropriated for each fiscal year and not represented by 
accrued expenditures in that year would lapse on June 30—the last day of the 
year. On July 1, the first day of the next year, all new and continuing expendi- 
tures estimated for that year would have to be covered by new appropriations. 
To the extent that long lead time items (and in the aircraft industry lead times 
of 10 to 18 monhs are common) would be ordered by the military services pursu- 
ant to contract authorizations, no funds would be available for expenditure 
except as specifically included in the annual accrued expenditure budget and 
appropriation for each separate fiscal year. 

This situation may be made a little clearer by using a concrete example: 

Let us assume that the legislation has been enacted and that in fiscal year 
1958 a military service enters inta a contract with a manufacturer for aircraft 
engines in the amount of $10 million. In the contract provision is made for 
estimated accrued expenditures thereunder during fiscal year 1958 in the amount 
of $2 million, and this is covered by a cash appropriation in like amount, any 
unexpended portion of which will lapse on June 30, 1958. The remaining $8 
million will be covered in the contract by contract authority. In preparing the 
budget and appropriation bill for fiscal year 1959, it is estimated that the accrued 
expenditures under the contract will amount to $5 million for that year, so a 
cash appropriation is provided of $5 milliop. After the beginning of fiscal year 
1959, the contract must be amended to reflect the additional $5 million cash 
appropriation. For fiscal year 1960 a cash appropriation of $3 million is pro- 
vided, and another contract amendmenc must be executed to add the $3 million 
cash appropriation. 

As a matter of‘abstract theory, the annual accrued expenditure method may 
seem satisfactory. However, when one begins to apply it in the light of expe- 
rience, the practical disadvantages and hazards become clear. It is a system 
which sounds good on paper but will not work in practice. It is quite all right, 
for example, to visualize a closing of the books on June 30, and the opening 
of a new set on July 1. The resultant paperwork would be heavy but perhaps 
not insurmountable. However, far more than this would be involved under 
S. 484. The closing of the books on June 30 would also shut off the flow of 
funds under continuing contracts for work performed and deliveries made after 
June 30. The opening of the new books on July 1 could not possibly start the 
flow of new funds immediately. It would be only the first step in a complete 
series of administrative actions leading finally to the flow of funds from the 
Treasury. The steps which every new appropriation must go through before 
it can be translated into cash payments include analysis and apportionments by 
the Bureau of the Budget, the Department of Defense, and the numerous mili- 
tary agencies and bureaus thereof. When the appropriations are finally properly 
distributed among hundreds of buying offices, they must then be assigned to 
procurement programs (and then only after having resolved the attendant prob- 
lems of which programs to eliminate, which to reduce, which to accelerate, and 
which new ones to start). Then the elephantine process of writing or amend- 
ing thousands upon thousands of contracts must be undertaken. Eventually, 
with his executed document in hand, the contractor for the first time since July 1 
is able to collect payments. It has been our experience that 3 to 9 months are 
required to complete this administrative work. It would be most unrealistic to 
expect any shortening of the time lag under the proposed system which would 
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force all continuing contracts, as well as new ones, to go through the contract 
mill every 12 months. 

Attached is a procurement and funding flow chart which traces the contracting 
and payment problems which would be encountered by a typical long-term con- 
tract under S. 484. Every long-term contract extending across a fiscal year 
end would face the same difficulties. 

The result of the passage of S. 434 would be that, for a period in excess of 
4 months at the beginning of each fiscal year, contractors would be unable to 
obtain any payments, either progress or final, under continuing contracts. None 
of the major aeronautical and missile contractors could finance themselves for 
any such extended period. The result would be chaotic, and the attendant dis- 
ruption and dislocation of production would be disastrous to Government and 
industry alike. 

The significant features of the Wigglesworth amendment, from the point of 
view of the defense contractor, seem to be the following: 

1. It makes no change in the type of appropriation which has been used 
over the past 7 or 8 years. Congress would still appropriate the full amount 
of money necessary for an aircraft program, for example, no matter how 
long it might take to complete deliveries. No lapsing of appropriations is 
involved. 

2. The device of contract authority is thus no longer required and is 
eliminated. 

3. A new means of congressional control over military expenditures is 
adopted in the amendment. This consists of the imposition by Congress for 
each fiscal year of a limitation on annual accrued expenditures which can be 
made by the military. The bill provides that as soon as the President has 
determined that the executive departments have successfully established 
a satisfactory system of accrual accounting (which is a requirement already 
existing under the statutes), then from that time forward each appropria- 
tion act shall be accompanied by the limitation on the annual accrued ex- 
penditures. When such a limitation has been established, then the cost of 
goods and services received, advance and progress payments made, and the 
amount of any other liabilities becoming payable during the fiscal year con- 
cerned shall be charged against the limitation. 

If the expenditures for any year are less than the limitation for that year 
the balance of the limitation lapses and the expenditures for succeeding 
years must fall within the limitations set by Congress for the respective 
years. There is also a provision that any liabilities of the Government be- 
coming payable during a given fiscal year but for which payment is not 
made that year may be paid in a subsequent fiscal year “to the extent that 
they are within the limitation on annual accrued expenditures for the fiscal 
year concerned.” Finally, there is a provision that any obligations incurred 
during a given fiscal year which do not result in liabilities becoming payable 
during that year shall be charged against the limitation for any succeeding 
year in which liabilities under the obligations do become payable. 

4. The amendment expires April 1, 1962, whereas the original H. R. 8002 
would have expired July 1, 1961. 

The most dangerous feature of S. 434 is that a contractor would not be able te 
make collections from July 1 of each fiscal year until receipt of contract amend- 
ments allocating the new appropriations to each and every existing contract—a 
matter of 4 months or more. It seems that this hazard has been removed by 
the Wigglesworth amendment, and for this reason alone it is a great im- 
provement. 

Nevertheless, the Wigglesworth amendment is not without its bad points. The 
imposition by Congress of a limitation on annual accrued expenditures each 
year is going to put a premium on the estimating ability of the Department of 
Defense. If too low a ceiling is established for any given year, then the DOD 
may run out of spendable funds before the year has expired and contractors 
will once again be in an era of financial drought. This would be true even though 
the original appropriations were more than ample. The answer to this prom- 
lem, given by the sponsors of the amendment, is that if such a thing should hap- 
pen the DOD could always come back to Congress, justify the overrun and 
obtain an increase in the limitation. We know, however, that as a practical 
matter this would all be time-consuming and some financial hardship would re- 
sult. On the other hand, any delay thus involved should not be as long as under 
the original H. R. 8002 because there would not have to be contract amendments 
before payments could be resumed. 
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There is also an area of potential danger for contractors in the provision of 
the Wigglesworth amendment mentioned above. Specifically this is to be found 
in paragraph (e) of section 1 of the amendment which provides in full as follows: 

“(e) Any liabilities becoming payable during the fiscal year concerned but for 
which payment is not made during that year may be paid, if not otherwise con- 
trary to law, in a subsequent fiscal year or years to the extent they are within 
the limitation on annual accrued expenditures for the fiscal year concerned.” 

As we understand this provision, if we were to deliver an invoice for engines 
in June of the 1958 fiscal year, but payment was hot made to us during June, 
then we could be paid in July 1958, or thereafter only if the deliveries (and in- 
voices) are within the limitation previously set for fiscal year 1958. The pur- 
pose here is to close a loophole that might otherwise exist in the congressional 
control being sought by the amendment if payments could be made in a subse- 
auent year for deliveries in excess of the limitations fixed for the earlier year. 
Yet, it creates a technicality which could rise to plague us from time to time 
and over which we have no control, and probably would have no knowledge 
until the fat was in the fire. 


(Whereupon, at 4:10 p. m., Tuesday, July 8, 1958, the hearing 
closed. ) 


MATERIAL FILED WITH COMMITTEE SUBSEQUENT TO THE HEARING ON JULY 8 


UNITED STATES SENATE, 
Washington, D. C., July 9, 1958. 
Hon. CARL HAYDEN, 
Chairman, Appropriations Committee, 
United States Senate, Washington, D. C. 

Deak SenAtoR Haypen: Thank you for the opportunity you afforded me to 
file a statement expressing my comments upon H. R. 8002. Ai the hearings 
called to hear testimony upon H. R. 8002 several questions were raised con- 
cerning S. 434. As you know, I have recommended that the language of S. 
434 be substituted for H. R. 8002. I would like to answer the four questions 
which deal with 8. 434. 

1. What is meant by “accrued annual expenditure basis” and how does it 
differ from the present obligation system? 

The annual accrued expenditure basis of stating budget estimates is a system 
under which the executive agencies would present their budget estimates for 
a fiscal year on the basis of expenditures to be made or accrued for that fiscal 
year only. In appropriating on this basis, the Appropriations Committees would 
not grant appropriations authority for expenditures in future fiscal years. It 
differs from the present system chiefly in the following respects: 

(a) Appropriations are related to the expenditures for the particular 
fiscal year for which the budget estimates are received. 

(6) Carryover appropriations are eliminated. 

(c) Instead of appropriating a total amount necessary for the contracts in- 
volving long-lead-time procurement, the appropriations will be limited to 
1 year and contract authority will be given for such contracts as must be 
executed during that year. 

(d) Each year there will be a review of the action taken upon long-lead- 
time contracts. 

2. The committee would like to know what type of information would be 
available to the Congress that is not available under the present system. 

Undcr the present system, it is possible for the President to submit the same 
type of information which this bill requires. However, this bill would— 

(a) Require the information necessary to exercise an informed judgment. 

(b) Require the executive department to furnish information as to 
actual accrued expenditures with regard to every budget. 

(c) Simplify the presentation of information. 

(d) Provide a more realistic review of the budget. 

3. If carryover balances of appropriations were eliminated or reduced, is it 
no true that a comparable carryover of “unobligated” or “unliquidated” contract 
authority would result? 

The question is left in the bill, to some extent, to the discretion of the Presi- 
dent. Under any review, however, the extremely large carryovers which repre- 
sent the total appropriation would be reduced. At most, the “carryover bal- 
ance” would represent the amounts for which contracts had actually been 
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made. “Unobligated” or “unliquidated” contract authority would have to be 
considered only in the year in which the executive agency intended to enter 
into the obligation. 

4. Does section 1 (c) of S. 434 leave it to the discretion of the President 
as to what appropriations shall be submitted on an “annual accrued expenditure 
basis”? 

It is the purpose of the bill to provide a gradual system for converting the 
present budgeting practices to the annual accrued expenditure basis. There- 
fore, the President is granted complete discretion to decide when he shall 
implement the legislation. I have always believed that the President would 
use the system first for long-lead-time procurement. Obviously it is in this area 
that the major benefits will be realized. Budget estimates for such items as 
“Salaries and expenses, Office of the Secretary of the Interior’? would not be 
affected to any substantial extent. These would be the last to be converted to 
the new method. 

I hope that these necessarily brief and general remarks will be of some assist- 
ance to the committee in its deliberations. I would appreciate your including 
this letter in the record of the proceedings. 

With kind regards, 

Sincerely, 
JOHN F, KENNEDY. 


UNITED STATES SENATE, 
Washington, D. C., July 11, 1958. 
Hon. CARL HAYDEN, 
Chairman, Appropriations Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR HAYDEN: I have examined the hearings before the Appropria- 
tions Committee on H. R. 8002 and have discussed with various interested parties 
the procedure which might best accomplish the objectives of the legislation. 
Because of my deep interest in this bill, I am taking the liberty of writing you 
again. 

It is my feeling that all the persons and organizations interested in the 
legislation would favor the following procedure: 

1. The Appropriations Committee should report H. R. 8002 amended by the 
elimination of that part of the language in section 2 (a) which grants authority 
to rescind, reappropriate or transfer funds. This can be done by eliminating 
the last clause of that section. I regard this portion of the bill as relatively 
unimportant. It does not affect the basic purpose of the legislation. 

2. If for any reason you or the committee find other objections to H. R. 8002, 
everything following the enacting clause should be stricken and S. 434 substituted. 
Since the Senate has already passed S. 484, there should be no objection to passing 
H. R. 8002 when its language is the same as §. 434. Then the bill could go to 
conference and the conferees could resolve the differences between the two bills. 
Since the major objection to H. R. 8002 seems to be the changes which it makes 
in the rules of the Senate, the conferees appointed by the Senate could be 
adamant on this point. 

Either one of these procedures will provide the same substantive reforms in 
our budgeting system. To me, that is the primary objective. I hope it can be 
accomplished before the Congress adjourns. 

I appreciate the many courtesies you have extended to me in connection with 
the consideration by the Appropriations Committee of this legislation. 

With kind regards, 

Sincerely, 
JOHN F. KENNEDY. 

Many thanks for your interest in the matter. 


SANTA Monica, Cauir., July 11, 1958. 
Hon. CARL HAYDEN, 
United States Senate, Washington, D. C.: 

For the record in your hearings on H. R. 8002, the Douglas management con- 
tinues to be disturbed by efforts to rationalize the claims for thrift in this 
proposed legislation and to ignore the dangerous obstacles that it may place in 
the path of orderly and sound defense procurement. As I have written Senator 





AMENDMENT TO BUDGET AND ACCOUNTING ACT 135 


Knowland, of your committee, I am firmly of the conviction that this type of 
legislation will not bring fiscal improvements, but, on the other hand, may well 
‘ause disorder and additional administrative expense in Government defense 
procurement operations to the jeopardy of national security. I sincerely hope 
you will consider these views. 
DonaLp W. Dovatas, Jr., 
President, Douglas Aircraft Co. 


CITIZENS COMMITTEE FOR THE HOOVER REPORT 


WASHINGTON, D. C., July 9, 1958. 
Hon. Cart HAYDEN, 
Chairman, Committee on Appropriations, 
United States Senate, Washington, D. C. 

DEAR SENATOR HAYDEN: At yesterday’s hearing before the Senate Committee 
on Appropriations, Senator Ellender and others asked whether or not economies 
would be possible under H. R. 8002. 

Cited at this hearing was the case of several hundred million dollars of 
funds which, according to Mr. Merriam, were appropriated for aircraft pro- 
curement in England. The witness stated that the aircraft contracts were 
canceled, and the money was reprogramed for the procurement of missiles. 

Under the system we propose, the amounts to be spent would come before 
the Congress for annual appropriation or for an annual limitation, and could 
not be spent without specific and affirmative congressionul action. Thus, the 
very substantial reprograming to which the witness referred would have been 
brought automatically to the attention of the Congress, and the Congress could 
have then assessed the action taken with regard to the aircraft funds. Hence, 
the Congress would have made a positive decision as to whether or not to 
proceed on the missiles and how much money should be made available for the 
latter. 

In this connection, it might reasonably be asked whether the amounts re- 
maining unspent from the aircraft contracts necessarily coincided with the 
amounts required for the missiles. At all events, it is noteworthy that, in the 
instance cited, the decision to reprogram was made by the Defense Department, 
and that the Congress as a body did not act upon this matter, which involved 
many millions of dollars. This, of course, is contrary to the traditional con- 
cept of congressional control of the Federal purse strings. It could not have 
happened under either H. R. 8002 or 8. 434. 

A more significant case is that of Army appropriations for “military hard- 
ware,” guns, tanks, ammunition, and the like. The best estimate of the unex- 
pended carryover for procurement and production with which the Army started 
the fiscal year 1954 was $12 billion. To this the Congress added $3.2 billion in 
new appropriations, giving a total available for fiscal 1954 of $15.2 billion 
Within a month after the new fiscal year started, the Korean truce agreement 
was signed. For the next 4 fiscal years, 1955, 1956, 1957, and 1958, Congress 
did not appropriate additional funds to this, the procurement and production 
account. But the Army continued to expend the funds which had been pre- 
viously made available. Thus, in May 1957, years later, Secretary of Defense 
Wilson reported to your committee that these moneys were still being expended. 

We are not here saying that this sum, considerably in excess of $10 billion, 
was misspent or otherwise misused. What we are saying is that, under S. 434 
or H. R. 8002, each year during that interim period the Army would have had 
to come to the Congress formally to request the amount it wished to spend 
during that year. Congress as a body would, thus, each year have had oppor- 
tunity to make a positive judgment on the matter. 

We believe that this is much better practice and gives a much tighter control 
in the interest of the taxpayer than the system whereby the Army was merely 
permitted to keep the moneys it already had as a sort of “kitty” for its programs 
in the future, although the money was voted by the Congress for the Korean 
war, a war which was no longer in progress. 

It may be that every cent of this money was spent wisely and was spent the 
way Congress would have wished. Equally, it may be that Congress would 
have decided that several billion dollars of this money, appropriated for the 
Korean war, was not necessary, in view of the fact that the war had ended. 

In the interest of Federal efficiency and economy, I trust you will support the 
proposal now before the Senate Appropriations Committee to expedite the en- 
actment of H. R. 8002 with its major provisions intact. 
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We would appreciate it if this letter could be made a part of the record of 
the hearing. 


Respectfully yours, 
CHARLES B. COATES. 


WILMINGTON, DeL., July 10, 1958. 
Hon. Cart HAYDEN, 


Senator from Arizona, 
Senate Office Building, Washington, D. C. 
With regard to H. R. 8002 and 8. 434, the bill to place Federal spending on 
an accrued annual-expenditure basis, we respectfully urge Senate adoption of 
either the House version, suitably amended, or the House bill with the Senate 
language, as long as neither bill is complicated with new substantive provisions. 


Epwarp W. Coocu, Jr., 
Wit1t1aM V. Rorn, Jr., 
Cochairmen, Delaware Citizens Committee for the Hoover Report. 


RAYTHEON MANUFACTURING Co., 
Waltham, Mass., July 7, 1958. 
Hon. Cart HAYDEN, 
Senate Office Building, Washington, D. C. 

Dear SENATOR HAYDEN: We have received information that H. R. 8002 is being 
studied this week by the Senate Appropriations Committee. The purpose of 
this letter is to alert you to the fact that, as a major defense contractor, we 
believe that if this bill (or 8. 434, its original companion bill which was passed 
by the Senate) should become law, it will have harmful effects on defense 
contractors and others doing business with the United States Government. 

Raytheon Manufacturing Co. is a prime contractor for 2 missile (1 Army, 
1 Navy), and many millions of dollars of other defense work. It is currently 
employing over 31,000 persons in several States, principally Massachusetts. 

Our principal objections to H. R. 8002 and S. 434 are these: 

1. H. R. 8002 provides that Congress may, upon certain certifications by 
the executive department, limit expenditures under Government contracts 
to a specific amount per fiscal year, irrespective of whether such periods 
coincide with logical contractual check points of performance, or whether 
appropriations have been set aside for the balance of performance required 
after each fiscal year for which funding has been accomplished. S. 434 
would have made this limitation mandatory. 

This means that every single Government contract extending from one 
fiscal year into the next will have to have a written, individualized amend- 
ment to add the account for each item needed in the new fiscal year. These 
amendments cannot be accomplished until after the appropriation bill has 
passed Congress (traditionally the last few days of June). Until such 
amendments are received, signed and distributed to the cognizant disbursing 
agency, a contractor cannot get its bills paid. 

The sheer volume of these amendments alone (many thousand) will take 
months of paperwork, during which contractors cannot get paid. Work will 
be curtailed, therefore, and in many cases suspended, for the large defense 
contractors could not possibly get enough financing from commercial sources 
to pay all defense contract charges for 2 to 6 months. 

2. Firms manufacturing for the Government must have a reasonable lead 
time within which scheduled deliveries will be known with certainty and 
manufacturing operations can be adapted thereto. Year-end congressional 
decisions under the provisions of H. R. 8002 would eliminate any reasonable 
lead times either for contract acceleration or deceleration, or for contract 
termination. 

The imposition of an accrued expenditures system on the field of Government 
contracting for defense purposes is not practical by legislation, but can be done 
in some cases by carefully negotiated contractual terms not related to the 
artificialities of fiscal periods. This should be left to contracting authority 
which now exists, and this legislation should not be approved in haste. 

We recommend the complete rejection of H. R. 8002 and §. 434. If such re- 
jection does not appear feasible, we request that business firms most concerned 
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with these measures, including Raytheon, be given an opportunity to place their 
detailed views before the Senate Appropriations Committee. 
Very truly yours, 


Cc. F. ADAMS. 





AIRCRAFT INDUSTRIES ASSOCIATION OF AMERICA, INC., 


Washington, D. C., July 9, 1958. 
Hon. Cart HAYDEN, 


Chairman, Senate Appropriations Committee, 
Washington, D. C. 

My Dear SENATOR: It was my privilege to attend the hearings of the Senate 
Appropriations Committee on H. R. 8002, over which you presided yesterday 
afternoon. At the conclusion of the hearing I felt that within the limited time 
available the distinguished members of your committee displayed an excep- 
tionally clear understanding of the implications of this proposed legislation. 
Their questions were searching and objective. 

This association is very much interested in the implications of this legislation 
as it affects the capabilities of both the Defense Department and industry to 
accomplish their missions in national defense. 

Upon leaving the hearing room, I felt that the hearing had been completely 
fair and objective and that the members of the committee had sufficient factual 
information at hand to make a wise decision. If it be the decision of your 
committee that legislation on this complex and all-important subject must be 
enacted during this session of Congress, then it is our conviction that H. R. 
8002 as considered by your committee will, with the changes suggested by Mr. 
Wilfred J. McNeil, Assistant Secretary of Defense (Comptroller), satisfy the 
principle of the Hoover Commission recommendation without jeopardizing pro- 
grams essential to the defense of our country. 

Very respectfully yours, 
OrvaL R. Cook. 


WHARTON, TEX., July 5, 1958. 
Senator CARL. HAYDEN, 
Senate Office Building, 
Washington, D.C. 

DrarR SENATOR: I would like to take this opportunity to thank you and other 
members of the Senate Committee on Appropriations for taking up H. R. 8002 
and urgently request that you expedite the final enactment of this important 
measure. This one bill alone, if it can be made into public law, can bring about 
tremendous economy and efficiency in operation of Government agencies. 

I urge you again to please expedite this bill to final enactment. 

Yours very truly, 
GRANVILLE BE. Horton, M. D. 


JULY 8, 1958. 
Senator CARL HAYDEN, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR HAYDEN: Thank you for taking up H. R. 8002. Any measure 
that will streamline Government and reduce the taxpayer’s load deserves not 
only prompt but serious consideration. 

Please expedite final enactment of this important measure with the provision 
for accrued annual expenditure budgeting intact. 

Thank you. 

Sincerely, 
CLYDE G, STRATTON. 





TeExAS BANK & TRUST COMPANY OF DALLAS, 
Dallas, Tex., July 7, 1958. 
Hon. CARL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Washington, D. C. 

Dear SENATOR HAYDEN: As one who has been interested for several years in 
our efforts to bring about economy and proper accounting in our Government 
operations, I want to thank and commend you for accepting the responsibility 
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as chairman of the Senate Appropriations Committee to give every considera- 
tion to the acceptance and passage of House Resolution 8002, which has to do 
with modernized Federal budgeting. 

I know, Senator Hayden, there are many cross currents in Congress, but as 
a businessman I don’t believe any sort of crosscurrent should be strong enough 
to defeat the acceptance of legislation that would make for a stricter accounting 
of the great expenditures of our Government. 

I remember so well when we appropriated some $12% billion for military 
purposes about 3 or 4 months before the Korean war ended. Part of this $12% 
billion was being expended some 4 years after the Korean war. I know of no 
strict accounting that was ever made as to how this money was spent or whether 
or not there was a progress report on the expenditures. 

I realize that some parts of the Defense Department is against this kind of 
accounting because it may interfere with their future operation plans. I do not 
believe any department of our Government should be against or should resist 
strict accounting of expenditures, especially when it amounts to millions, and 
sometimes billions, of our tax money. 

I understand there is some difference in the bill that was passed by the House 
and the one that was unanimously passed by the Senate, and that the accept- 
ance of the House bill by the Senate would change Senate rules. It has also 
been suggested to me by one very much interested that the House Appropriations 
Committee is definitely against this bill in substance and this is one way of 
defeating it. I dislike to accept this interpretation. 

I sincerely urge you and the rest of the members of the Appropriations Com- 
mittee to do your best to get this bill accepted in some compromised form that 
would at least give the taxpayers of the country some assistance in a proper 
check of expenditures being made with their tax money. 

I know it may impose on your busy time to request it, but I certainly would 
like to have a reply to this letter. 

Thanking you, and with best cordial wishes, I am, 

Sincerely yours, 


P. B. Garrett, Vice Chairman. 


Daues, TEx., July 6, 1958. 
Hon. Cart HAYDEN, 
Senate Office Building, 
Washington, D. C. 

DEAR SENATOR HAYDEN : We are most thankful that your committee is working 
on H. R. 8002. We certainly hope that you will get it in acceptable shape for 
prompt passage by the Senate. 

Surely nothing is more needed than economy and efliciency in our Federal 
Government, and this bill is a big step in the right direction. 

Sincerely, 
The C. EB. Borens. 


Houston, TEx., July 2, 1958. 
Hon. DENNIS CHAVEZ, 
Senate Appropriations Committee, 
Washington, D. C. 

My Dear Senator CHAVEZ: Your committee is to be commended for your 
promptness in taking up H. R. 8002. I trust that each of you will push this 
bill to final enactment as its importance to the welfare of our country is tre- 
mendous. Nations are more often destroyed in peace than in war. 

Sincerely yours, 


W. H. Cocke. 


PERFORATING GUNS ATLAS CORP., 
Houston, Ter., July 8, 1958. 
Hon. Cart HAYDEN, 
Senate Office Building, Washington, D.C. 
Sir: At a time when the entire future of our Nation is threatened by the 
erosion of inflation, it is of the utmost importance that Congress maintain a 
tight control on expenditures. 
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We believe H. R. 8002 will strengthen that control and we accordingly urge 
you to use your influence in seeing it passed before adjournment. 
Sincerely yours, 
Ceci C, HINsoN. 


NEW JERSEY TAXPAYERS ASSOCIATION, INC., 
Trenton, N.J., July 9, 1958. 
Senator Cart HAypbEN, of Arizona, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR HaypEN: The attached publication outlines our association’s 
approval of principles outlined in H. R. 8002 and S. 484. We urge your favor- 
able action in support of these principles in line with the Hoover Commission 
recommendations with a view toward securing final enaetment at the present 
session of Congress. 

Yours very sincerely, 
CARLTON W. Tit1iNGHAST, Lrecutive Director. 


[It’s Your Business—Notes on Government, published by New Jersey Taxpayers 
Association, Trenton, N. J., January 1958] 


SPUTNIK—AND THE FEDERAL BUDGET 


In 1955 the Second Hoover Commission recommended stronger congressional 
control over public spending. 

The need, the Commission said, was imperative. 

Today, sputnik has made it critical. 

The Nation’s technical and military might must be unimpaired. This presup- 
poses greater expenditures. 

But so must the Nation’s economic strength be unimpaired. This presup- 
poses the elimination of waste, the reduction of subsidies, a balanced budget, 
debt reduction, and even a start toward tax reduction. 

Both these purposes must be served. The Nation, alive to the need for military 
preparedness, must also adopt the fiscal controls that sound business judgment 
dictates, else in the effort to maintain a posture of strength it spend itself into 
economic collapse. 

The overall tax take in New Jersey totals $4 billion. 

Seventy-five percent of this goes to the Federal Government. 

There is forms part of Uncle Sam's $70 billion annual income. 

To spend this huge amount, Congress resorts to a system of long-term ap- 
propriating which neither State nor private finance could tolerate. 

In so doing it weakens its annual power over the purse—fiscal control vital 
to the perpetuation of a free and representative nation. 

The Second Hoover Commission tackled this problem and offered a solution. 
That solution is embodied in a bill (S. 434) passed unanimously by the Senate 
and in a generally similar measure (H. R. 8002) expected to be the subject of 
floor debate in the House of Representatives early in the 1958 session of Con- 
gress." 

This issue of It’s Your Business explains the Hoover Commission’s recom- 
mendation, providing information to help taxpayers who wish to communicate 
their views on this important proposal to their Representatives in Congress. 


WHy CoNnGRESS SHOULD BUDGET ON AN ANNUAL ACCRUED EXPENDITURE BASIS 


For 1958-59 the President proposes that Congress make appropriations on the 
basis of a budget contemplating expenditures of $74 billion. The casual ob- 
server might think this represents all the spending in view. 

Far from it. 

Although each year’s Federal spending is based in part upon new appropria- 
tions, many billions of it automatically come from obligational authority pre- 
viously approved but as yet unspent. 


1Since the impending debate has made H. R. 8002 a rallying point in the effort to 
achieve annual accrued expenditures budgeting, the subject is discussed herein in terms of 
the House bill. 
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Washington’s practice of carrying over spending authority sometimes pro- 
duces curious and costly results. For example: 

In 1953 Congress appropriated $12.5 billion for Army procurement in connec- 
tion with the Korean war. Within a month of the fiscal year, the war ground 
to a halt. The funds having been appropriated, however, spending continued— 
with expenditures still being made in 1957 under this 1953 spending authority. 

Just as backlog spending from previous authorizations occurs in the current 
1957-58 fiscal year, a significant portion of the obligations authorized during this 
fiscal year will carry over into fiscal 1959 and beyond. 

The President’s new spending proposals include requested new obligational 
or spending authority totaling almost $72.5 billion. In addition, spending au- 
thority of all kinds carried forward from previous years is estimated to approx- 
imate $70 billion, thus providing a source of potential future spending of more 
than $140 billion—far beyond the actual spending total contemplated in the new 
budget as indicated above. 


UNDERMINING GOVERNMENT'S FOUNDATIONS 


Once made, long-term authorizations largely escape further detailed congres- 
sional review. Yet it may be years before a particular spending program is 
completed. Meantime the conditions which prompted the expenditure originally 
may have been altered radically. But unless the program is reviewed annually, 
the spending may continue with little regard to real need. 

Thus, Congress has lost significant power over the purse that traditionally 
it has been thought to possess. Far from being merely an accounting problem, 
this represents dimunition in the power of the Nation’s legislative representa- 
tives to control public spending—an essential of free government, the founda- 
tions of which were laid at Runnymede in the signing of the Magna Carta in 
1215. 

IN A NUTSHELL 


In its examination of Government’s fiscal practices, the Hoover Commission's 
task force of experts discovered Confusion and Waste stemming from funda- 
mental weakness in present methods. No one knows exactly what the Govern- 
ment owns, exactly what it owes, or can foretell its spending in a given fiscal 
year. 

Cutting directly into this fiscal tangle, the Hoover Commission recommended 
budgeting on an annual accrued expenditure basis. Under the recommenda- 
tions, Congress would pass upon all funds for services and goods actually to 
be received during the fiscal year in question. This would assure that programs 
running beyond the year would be brought back for annual review by the 
Congress without disrupting the normal course of Government business or, as 
the Commission proposes, without interfering with long-range contracting coy- 
ering more than a single fiscal year. This would discourage accumulation of a 
multibillion dollar reservoir of unreviewed spending authority. 

In a nutshell, Congress as the representative of the people could better fulfill 
its functions of (1) maintaining close watch Over the Nation’s tremendous 
spending program and (2) assuring that the taxpayers receive the most value 
for their taxes. 

America’s taxpayers—families and businesses—must continually review their 
spending programs to make sure their income covers changing needs. The Govy- 
ernment is no different. For, as the Hoover Commission pointed out, in the 
preparation of the budget lies not only control of departmental expenditures 
but the power to insist upon efficient management within the spending agencies. 


OPPOSITION-SUPPORT 


As would be expected in a matter of such magnitude, the Hoover Commission 
proposal is not without opposition. According to a presession review by Neil 
MacNeil, editorial director of the Second Hoover Commission, this opposition 
stems principally from leaders of the House Committee on Appropriations and 
from accountants in the Department of Defense. They claim that under the 
Commission proposal it would still be necessary to grant agencies authority to 
make contracts and then attempt to control the flow of expenditures by separate 
action after contracts became firm. They deny that congressional control at 
this point would be possible, since annual appropriations would be arrived at 
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merely by estimating the amount required to meet obligations already incurred 
and adding this total to current appropriation items. 

Much more numerous, however, are the supporters of the Commission recom- 
mendations. Originating in a task force of accounting and fiscal experts with 
extensive governmental experience, the Commission recommendations have been 
endorsed by authorities ranging from the Institute of Certified Public Account- 
ants to high Federal officials, including the Director of the Budget, former 
Secretary of the Treasury, and the House Committee on Government Operations. 
The Senate unanimously passed its own bill incorporating the recommendations. 

More recently the President, in his budget message, said : 

“Legislation now pending before the Congress to place Government appro- 
priation requests on an accrued expenditure basis should be enacted in accord- 
ance with the recommendations of the Hoover Commission. This is a business- 
like approach and it is hoped that the opposition that developed in the past will 
be withdrawn as a result of further study and modifications in the way the 
procedure is to be applied.” 

TIME FOR ACTION 


The need for an orderly control of expenditures grows more pressing with 
each year. The principles and procedures set forth in H. R. 8002 have received 
the public support of eminently qualified persons. On numerous occasions the 
New Jersey Taxpayers Association has noted the vital need to restore annual 
legislative control over congressional expenditures. In successive annual plat- 
forms its membership has pledged support of the proposals of the Hoover Com- 
mission. In the paragraphs which follow it calls to the attention of New Jersey 
taxpayers the failings of the present procedure for fiscal control and the cor- 
rective potentialities of the impending legislation as digested from an analysis 
of H. R. 8002 by the Citizens Committee for the Hoover Report: 

Congress now is asked to pass upon tremendous long-range programs 
merely on the basis of initial estimates of total cost for the entire program. 

Where appropriations are inadequate to complete a program, Congress 
provides supplementary appropriations to take care of the situation but 
where budget estimates are high, there is no formal machinery whereby the 
situation regularly comes up for review and correction by Congress. 

While Congress now has authority to rescind funds, repeal authorizations 
or cancel appropriations, such action is quite rare. 

H. R. 8002 contemplates the continued review and consideration of major 
lead time programs from inception through completion. 

H. R. 8002 not only would provide Congress with a picture of the full 
cost of any program at the time it is originally presented (as now) but, in 
the case of long-term programs, would require time phasing by years to 
show the annual accrued expenditures for the life of the program. 

H. R. 8002 contemplates not only complete disclosure of estimated total 
costs at the outset of any new program, but the continuous revision of such 
estimated costs in the light of subsequent events, and review at a time when 
there is still a choice left. 

H. R. 8002 would put through the wringer of annual congressional review 
billions of dollars in unexpended appropriations. It would force periodic 
review of estimates (revised as need be) against performance by annual 
action of the Congress in the form of annual appropriations for accrued 
expenditures in terms of work to be performed, or goods and services to be 
received in that year. The present process is formally concerned only with 
new authority, rather than with performance, reprograming or rebudgeting. 
The need for constant reprograming is particularly evident in today’s complex 
procurement program. 

H. R. 8002 adds the opportunity for continuous complementary decisions by 
all concerned. If, in the Defense Department, for example, the Armed Forces 
are reduced, the related hardware (ships, guns, tanks, ete.) can be brought 
into balance. If costs increase or decrease beyond original estimates, the 
necessary collateral decisions can be brought into sharp relief. 

The chain reaction and built-in control to be brought about by the budget 
process proposed’ in H. R. 8002 would exert a constructive influence back 
through the review agencies in the executive branch to the point of initiation 
and administration of the program. It would do this without discouraging 
governmental contracting. While payments to contractors would come from 
current funds appropriated by Congress, rather than out of funds appro- 
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priated in some past year, contractors would be paid for performance just as 
they are now. 
OTHER FISCAL IMPROVEMENTS 


The proposals incorporated in H. R. 8002 and the companion Senate bill 
represent a major advance in the overall effort to restore to Congress annual 
control of the Nation’s purse strings. They will not, however, meet the whole 
need. 

Other related improvements are either already enacted or proposed. Thus 
important Hoover Commission proposals in the field cf accounting are already 
law (Public Law 863). The Senate has passed S. 1585 to establish a Joint 
Committee on the Budget to assist Congress and the Appropriations Committee 
in studying the Federal budget and evaluating Government’s fiscal needs. Also, 
the President has proposed that he be given authority to veto single items in 
appropriations measures. At the same time, a long list of other fiscal proposals 
either in congressional committee or awaiting study give evidence of the great 
need and the concern for improved fiscal and budgetary practices. These relate 
variously to establishing controls to achieve a balanced budget and reduction of 
Federal debt and taxes. 

All these measures deserve careful study. 

Meantime, the program to achieve annual accrued expenditure budgeting as 
discussed in this bulletin now approaches the final legislative hurdle—passage 
by the House of Representatives. Thus it is further advanced legislatively than 
any of the other pending proposals for improved fiscal control. 





Los ANGELES, CALir., July 11, 1958. 
Hon. CARL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Senate Building, Washington, D. C.: 

We wish to register our strong objections to S. 434, Senate version of House 
bill H. R. 8002. We feel S. 484 would impose insurmountable financial burdens 
on manufacturers of long-lead-time items, disrupt production, and adversely 
affect the costs of Government procurement. Although H. R. 8002 is an improve- 
ment upon 8S. 434, it still places serious burdens on defense contractors as well as 
Government agencies involved. We sincerely believe this legislation would be 
most detrimental to our country. 

C. N. MONSON, 
Vice President, the Garrett Corp., Airesearch Manufacturing Co. 
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